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ABSTRACT 


This  paper  examines  the  proper  role  of  government  in  fostering  home- 
ownership,  based  mainly  on  economic  criteria.     On  the  one  hand,  the  case 
for  government  intervening  to  insure  equal  opportunity  for  owner  occupancy 
is  taken  as  evident.     The  causes  and  costs  of  lower  rates  of  homeownership 
by  blacks  are  examined  and  possibilities  for  further  governmental  action 
assessed . 

On  the  other  hand,   the  case  for  intervention  to  make  homeownership 
a  reality  for  households  who  are  prevented  from  becoming  owner  occupants 
by  economic  constraints  is  much  less  clear.     The  benefits  to  society  from 
higher  rates  of  homeownership  in  terms  of  superior  housing  maintenance, 
higher  levels  of  savings,  neighborhood  stability,  and  political  partici- 
pation seem  to  be  modest.     The  greatest  benefits  are  associated  with  lower- 
income  homeowners.     At  the  same  time,  the  cost  of  encouraging  owner  occupancy 
through  the  reduction  of  certain  housing  related  expenses  in  computing 
federal  income  taxes  is  around  $10  billion.     The  sharp  mismatch  between 
the  beneficiaries  of  the  largest  tax  savings  and  those  providing  the  greatest 
societal  benefits  argues  persuasively  for  restructuring  the  tax  code  pro- 
visions to  provide  more  benefits  to  lower-income  households.     The  overall 
findings  also  make  the  case  for  reducing  the  total  level  of  support. 
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1.     TODAY'S  PROBLEMS  AND  GOVERNMENTAL  RESPONSE 


In  the  United  States  homeownership  is  widely  regarded  as  an  important 
personal  goal  and  economic  achievement.     A  1975  Roper  poll  asked  this 
question: 

We  often  hear  people  talk  about  what  they  want  out  of  life.  Here 
is  a  number  of  different  things.     (Card  shown  respondent.)  When 
you  think  of  the  good  life — the  life  you'd  like  to  have — which  of 
the  things  on  the  list,  if  any,  are  part  of  that  good  life  as  far 
as  you  personally  are  concerned?-'- 

The  highest  scoring  item  was,  "A  home  you  own":     fully  85  percent  of  the 

Americans  interviewed  considered  homeownership  part  of  the  "good  life." 

In  1970,  some  63  percent  of  all  households  did  own  their  homes,  so  roughly 

three-quarters  of  those  wishing  to  be  homeowners  are.     But  this  overall 

figure  conceals  wide  variations  that  exist  for  subgroups  of  the  population. 

Table  1  shows  that  homeownership  rates  generally  increase  with  the 
income  and  the  age  of  the  household  head.     There  are  also  higher  across- 
the-board  homeownership  rates  for  families  than  for  individuals.  The 
elderly  have  the  highest  rates  of  owner  occupancy,  and  this  reflects  the 
importance  of  "permanent"  or  normal  income  and  wealth  accumulation  as  de- 
terminants of  a  household's  ability  to  purchase  a  home.     Thus,  these  figures 
indicate  that  most  elderly  families  who  have  wanted  to  be  homeowners  are 
likely  to  have  achieved  this  status. 

Confronted  with  such  facts,  an  initial  conclusion  might  be  that  home- 
ownership  status  is  an  achievable  goal  for  the  majority  of  households  who 

Roper  Reports,  No.   76-1  (New  York:     The  Roper  Organization,  Inc.,  1976). 
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TABLE  1 

Number  of  owner  occupants,  by  household  type  and  income, 

United  States,  1970 


Household  income 

Household  type 

under 

$5 ,000- 

$10,000- 

over 

and  tenure 

i?5  ,  UUU 

$10,000 

$15,000 

<*>  "1   C  AAA 

$15 , 000 

Families,  head  under  age  65 

number  of  owner  occupants 

(thousands) 

3,057 

8,777 

9,478 

8,123 

proportion  of  families  who 

are  owner  occupants 

.43 

.61 

.  76 

.84 

Families,  head  over  age  65 

number  of  owner  occupants 

(thousands) 

2,832 

1,584 

666 

585 

proportion  of  families  who 

are  owner  occupants 

.76 

.78 

.80 

.81 

Individuals  living  alone 

number  of  owner  occupants 

(thousands) 

3,429 

939 

257 

133 

proportion  of  individuals 

who  are  owner  occupants 

.47 

.36 

.36 

.39 

Source:     U.S.  Bureau  of  the  Census,  Census 

of  Housing: 

1970  Metropolitan 

Housing  Characteristics,  Final 

Report  HC(2) 

-1,  United 

States  and  1 

Regions , 

(Washington,  D.C.:  Government 

Printing  Office,  1972), 

Table  A- 7. 
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want  it.     True,  it  may  not  come  until  middle  age,  but  there  seems  to  be 
little  justification  for  additional  government  activity  to  promote  home- 
ownership.     The  same  facts  may  be  interpreted  very  differently,  however, 
by  those  who  prefer  not  to  postpone  homeownership  until  beyond  the  age 
of  35. 

Other  sources  have  shown  that  homeownership  rates  also  vary  sys- 
tematically with  race  and  with  location.     Even  after  accounting  for  dif- 
ferences in  the  incomes  and  ages  of  households,  the  rate  differs  between 
urban  and  rural  areas  and  among  similar-sized  metropolitan  areas.  Fifty- 
three  percent  of  households  in  Boston  own  their  own  homes  compared  with 
72  percent  in  Detroit.     The  sharp  differences  in  homeownership  rates  among 
cities  of  the  same  size  are  due  to  the  price  of  single-unit  dwellings,  the 

structural  mix  and  density  of  the  housing  stock,  and — to  a  degree — the 

2 

tradition  of  homeownership  in  the  area.       But  whatever  the  cause,  the 
relevant  point  for  this  discussion  is  that  it  is  easier  to  realize  the 
goal  of  homeownership  in  some  locations  than  in  others:     it  also  seems  to 
be  easier  for  whites  than  for  blacks. 

The  1970  aggregate  data  may  also  be  misleading  in  that  they  do  not 
reflect  recent  important  changes  in  the  cost  of  housing.     The  greatest 
worry — as  reflected  in  the  popular  press — is  that  the  present  levels  of 
owner  occupancy  are  being  endangered  by  the  rise  in  prices  of  suitable 
dwellings.     In  particular,  both  private  interest  groups  and  government 
officials  contend  that  a  small  and  decreasing  fraction  of  households  are 

2 

See  Chapters  2  and  5  and  Appendix  E  in  R.   Struyk,  Urban  Homeownership : 
The  Economic  Determinants  (Lexington,  Mass.:     Lexington  Books,  D.C.  Heath 
and  Co. ,  1976) . 
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able  to  afford  the  mean-  or  median-priced  new  single-family  house.  Although 
many  of  these  statements  have  flaws — such  as  obscuring  the  fact  that  half  of 
the  homes  are  selling  for  less  and  therefore  are  affordable  by  households 
with  lower  incomes — there  is  certainly  room  for  genuine  concern.     In  the 
1963-68  period,  the  quality-constant  mean  price  of  a  new  single-family  house 
rose  17  percent;  between  1969  and  1974,  the  increase  was  50  percent,  reach- 
ing a  value  of  nearly  $40,000.     More  to  the  point — and  more  disturbing — is 
the  fact  that  the  ratio  of  the  monthly  cost  of  a  standard  new  dwelling 
(equivalent  roughly  to  the  ordinary  mortgage  payment)   to  the  median  family 

income  level,  which  had  declined  by  7  percent  between  1963  and  1968,  rose 

4 

by  18  percent  over  the  1969-74  period.       Further,  there  is  little  prospect 
in  the  near  future  that  this  ratio  will  recede  from  its  new  higher  level. 

The  increase  in  the  proportion  of  family  income  required  to  buy  a  new 
house  is  alarming.     It  implies  that  only  those  with  at  least  moderate 


The  most  commonly  cited  recent  figures  are  those  developed  by  Warren 
Farb  which  show  only  about  25-30  percent  of  all  families  are  able  to  afford 
the  median-priced  FHA-insured  unit  in  1974  (under  the  Section  203)  program. 
John  Weicher,  on  the  other  hand,  using  a  different  sample  and  taking  account 
of  the  income  tax  advantages  to  homeownership  estimates  about  40  percent 
of  families  could  afford  the  median-priced  new  dwellings  in  1974.  See 
W.  Farb,  "Availability  of  Homes  for  Middle-Income  Families"  (Washington, 
D.C.:     Congressional  Research  Series,  Paper  75-43E,  1975),  and  Housing  and 
Development  Reporter,  Vol.   4  No.   1,  pp.   15-16.     Such  figures  are  rebutted 
by  building  interests  who  point  to  the  profitable  investment  aspects  of 
housing;  see,  for  example,  M.  P.  Trimble,  "The  'High  Cost  of  Single-Family 
Housing' — There's  Another  Side  to  the  Story!"    Professional  Builder, 
August  1976,  p.  8. 

4 

The  data  supporting  these  statements  are  shown  in  Appendix  Table  A-l. 
Those  on  the  price  of  a  new  unit  of  constant  quality  are  from  U.S.  Bureau 
of  the  Construction  Report  Series  C27,  Price  Index  of  New  One-Family  Homes 
Sold  (Washington,  D.C.:     U.S.  Government  Printing  Office,   (27-75-Q4,  1976). 
The  ratio  of  cost  to  income  are  from  F.  deLeeuw,  A.   Schnare,  and  R.  Struyk, 
"Housing,"  in  Wm.  Gorham  and  N.  Glazer  (eds.)  The  Urban  Predicament  (Wash- 
ington, D.C.:     The  Urban  Institute,  1976). 
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incomes  can  afford  to  be  owner  occupants  without  unduly  sacrificing  the 
consumption  of  other  things — and  indeed,  the  rate  of  homeownership  does 
rise  steadily  with  income.     Thus,  lower  income  households  appear  to  be 
losing  the  opportunity  of  becoming  homeowners.     In  addition,  because  real 
income  typically  accelerates  over  a  15-  to  20-year  period  after  a  work 
career  beings;  the  current  increase  in  the  homeownership  cost-to-income 
ratio  means  that  for  many  households  homeownership  will  be  delayed  longer 
than  has  been  the  case  in  the  past.     Now  that  the  infants  of  the  post-World 
War  II  "baby  boom"  are  in  early-career  and  raising  their  own  families, 
this  type  of  temporary  disappointment  will  be  especially  widespread. 

Although  higher  housing  prices  may  be  the  most  talked-about  problem 
regarding  homeownership,  there  is  a  series  of  what  might  be  termed  "equal 
opportunity"  problems  that  have  a  longer  history.  In  brief,  certain  real 
estate  and  banking  practices  are  perceived  by  some  groups  to  restrict 
homeownership  unjustly  on  the  basis  of  race,  sex,  age,  or  type  of  income. 
Some  of  these  practices  do  exist  and  of  these  some  are  within  the  current 
letter  of  the  law,  although  many  are  not. 

In  summary,  the  opportunity  for  families  to  become  homeowners  is  pat- 
ently uneven.     It  differs  according  to  current  incomes — even  among  families  with 
identical  permanent  or  long-term  incomes — according  to  geographic  location, 
and  according  to  race,  sex,  and  age.     However,  this  imparity  is  not  peculiar 
to  housing;  opportunities  to  consume  most  durables,  such  as  automobiles, 
can  be  expected  to  vary  in  similar  ways.     What  is  there  about  homeownership, 
then,  that  might  justify  active  government  involvement  to  help  equalize 
its  availability?     There  are  really  two  distinct  questions  here.     One  con- 
cerns equal  opportunity:     Why  should  similar  households  in  the  same  location 
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not  have  equal  chances  of  becoming  owner  occupants  if  they  so  choose?  The 
other  is  a  much  broader  question:     Why  should  the  government  actively 
intervene  to  change  market  conditions — incomes,  the  cost  of  housing, 
the  availability  of  mortgage  financing,  and  so  forth — so  as  to  encourage 
homeownership  as  opposed  to  other  housing  arrangements?     What  is  the  jus- 
tification for  this  policy  compared  to  one  which  is  neutral  with  respect 
to  owner  occupancy? 

This  paper  takes  up  both  of  these  questions  in  considerable  detail. 
On  one  level,   the  lack  of  equal  opportunity  is,  per  se,  antithetical  to 
our  democracy.     The  third  section  of  this  paper  addresses  the  actual  ex- 
tent and  cost  of  limiting  homeownership  opportunities  for  blacks  and  the 
role  of  society  in  extending  this  opportunity. 

Turning  to  justification  for  using  society's  scarce  resources  to 
promote  higher  rates  of  homeownership  one  must  ask:     What  are  the  gains 
to  society  of  being  a  nation  of  homeowners  rather  than  renters?     This  is 
obviously  a  nontrivial  issue  and  one  which  must  necessarily  be  addressed 
prior  to  the  evaluation  of  current  programs  or  new  governmental  activities 
to  encourage  owner  occupancy.     If  social  benefits  are  small,  then  govern- 
ment actions  should  be  restricted  to  facilitating  the  realization  of  home- 
ownership,   such  as  making  special  loans  to  reduce  the  cost  of  homeownership 
in  the  early  years.     If  the  benefits  are  large,  more  direct  activities  to 
encourage  owner  occupancy — including  subsidies,  perhaps  deep  subsidies — 
are  justifiable. 

Societal  costs  and  benefits  are  the  subject  of  the  second  section  of 
this  paper.     First,  the  case  for  homeownership  is  examined  in  light  of 
existing  data  on  the  current  benefits  to  society.     Then,  the  structure 
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of  homeowners'  benefits  flowing  from  the  treatment  of  certain  homeownership- 
related  expenses  under  the  federal  income  tax  is  analyzed.     These  tax  ex- 
penditures are  the  principal  cost  to  society  of  encouraging  owner  occupancy. 
Finally,  some  estimates  are  given  of  the  responsiveness  of  households  to 
alternative  incentives  to  become  homeowners. 

Government  Responses 

The  federal  government  has  attempted  to  be  responsive  to  the  manifest 
desire  of  Americans  to  own  their  homes.     Frequently,  specific  legislative 
or  executive  actions  have  had  the  goal  of  simultaneously  satisfying  equal 
opportunity  and  the  promotion  of  overall  higher  ownership  rates.  The 
income  tax  advantages  of  deducting  certain  housing  expenses  from  taxable 
income  provide  a  massive  subsidy  and  hence  encourage  homeownership ,  es- 
pecially for  middle-  and  upper-income  households.     Part  of  the  Housing  and 
Urban  Development  Act  of  1968  provided  deep  mortgage  interest  subsidies 
to  low-income  households  to  enable  them  to  become  homeowners  under  the 
Section  235  program.  ~*    Lately  there  has  been  a  good  deal  of  discussion  of 
changing  the  timing  of  the  cost  of  homeownership  by  deferring  a  portion  of 
the  initial  mortgage  payment  to  later  years,  and  bills  to  effect  this  have 
been  introduced  in  the  Congress. 

The  Executive  branch  and  the  Congress  have  moved  to  abolish  discrimi- 
natory practices  by  the  Federal  Housing  Administration  which  discriminated 
against  minorities  in  the  insuring  of  mortgages,  and  the  FHA  has  even  moved 

For  a  description  and  evaluation,  see  Anthony  Downs,  Federal  Housing 
Subsidies:     How  Are  They  Working?   (Lexington,  Mass.:     Lexington  Books, 
D.C.  Heath  and  Co.,  1973). 
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to  insure  relatively  risky  loans.       The  Congress  has  also  attempted  to 
eliminate  such  practices  in  the  private  sector  through  legislation  affect- 
ing the  agencies  regulating  financial  institutions  and  through  antidiscrimi- 
nation laws,  especially  Title  VIII  of  the  1968  Civil  Rights  Act.7 

These  actions  are  consistent  with  the  aspirations  of  many  voters. 
But  it  is  perhaps  worth  noting  that  they  are  also  broadly  consistent  with 
pressures  from  the  building  industry  for  help  and  from  financial  institu- 
tions for  protection  from  cyclical  fluctuations.     A  genuine  problem  in 
judging  Congressional  action — and  in  designing  homeowner  assistance — is 
sorting  through  the  multiple  objectives  of  the  legislation. 

Summary  and  Conclusions 

What  do  the  analyses  of  the  remainder  of  the  paper  suggest  about  the 
appropriateness  of  governmental  interventions  like  those  just  described? 
In  the  area  of  equal  access  to  homeownership ,  it  is  unquestionably  appropri- 
ate for  government  to  act  to  guarantee  that  households,   similarly  situated 
in  social  and  economic  terms,  have  equivalent  opportunities  to  become 
homeowners.     Blacks  exhibit  lower  owner  occupancy  rates  than  similarly 
situated  whites,  although  both  groups  have  the  same  preference  for 


The  evaluation  of  FHA  programs  in  this  area  is  described  in  P.  M. 
Greenston,  C.  D.  MacRae,  and  C.   I.  Pedone,  "The  Effects  of  FHA  Activity 
in  Older,  Urban,  Declining  Areas:     A  Review  of  Existing,  Related  Analysis" 
(Washington,  D.C.:     The  Urban  Institute,  1975). 

^ One  recent  commentary  on  the  equal  opportunity  aspect  is  in  U.S. 
Senate  Committee  on  Banking,  Housing,  and  Urban  Affairs,  Report  on  Fair 
Lending  Enforcement  by  the  Four  Federal  Financial  Regulatory  Agencies, 
94th  Congress,  Second  Session,  Report  No.   94-930  (Washington,  D.C.: 
U.S.  Government  Printing  Office,  1976). 
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homeownership.     These  differences  indicate  that  blacks  have  a  narrower 
range  of  housing  choice  and  less  opportunity  for  wealth  accumulation,  and 
possibly  that  they  pay  a  higher  price  for  owner  occupancy.     The  role  of 
government  should  consist  mainly  of  making  more  vigorous  attempts  to  en- 
force existing  legislation  and  regulations,  although  an  additional  action 
to  promote  the  flow  of  information  on  available  properties  seems  warranted. 

Even  if  all  discriminatory  practices  in  the  market  were  eliminated 
so  that  equal  opportunity  did  exist,  an  extremely  rapid  closing  of  the 
homeownership  differential  between  similar  blacks  and  whites  would  be 
unusual.     This  is  due  to  the  pervasive  effects  of  residential  racial 
segregation  combined  with  the  dominance  of  multi-unit,  rental  housing  in 
many  black  neighborhoods.     Attempts  at  a  more  rapid  shift  of  blacks  to 
areas  containing  housing  more  suitable  for  owner  occupancy  could  produce 
social  costs  in  the  forms  of  housing  abandonment  in  formerly  black-occupied 
areas,  of  sharp  changes  in  local  property  values,  and  of  general  uneasiness 
in  both  white  and  black  communities.     These  could  far  exceed  the  homeowner- 
ship benefits  of  resettlement. 

The  case  for  government  intervention  to  increase  the  general  rate 
of  homeownership  is  much  less  definitive.     Public  figures  involved  in 
national  housing  legislation  have  asserted  that  society  gains  from  home- 
ownership  in  three  ways: 

-  Homeowners  maintain  their  dwellings  in  superior  condition,  poten- 
tially saving  society  resources  by  extending  the  life  of  the 
housing  stock.     Homeowners  also  contribute  to  neighborhood 
stability. 

-  Homeowners  save  at  a  higher  rate  than  renters,  thus  permitting  a 
higher  rate  of  national  investment  and  greater  economic  growth. 
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-  Owner  occupants  are  more  active  in  the  local  community  and, 
in  this  sense,  are  better  citizens  than  renters.     Wider  home- 
ownership  lends  political  stability  to  a  nation  because  of  the 
greater  economic  stake  owner  occupants  have  in  the  existing  eco- 
nomic and  political  systems. 

Using  voting  behavior  as  our  measure  of  citizen  participation  and 
controlling  for  socioeconomic  differences,  there  is  evidence  that  home- 
owners are  more  active  than  renters  in  local  government.  Findings  also 
suggest  that  owner  occupants  more  frequently  vote  in  Presidential  elec- 
tions. Regarding  savings  behavior,  homeowners  generally  do  have  higher 
levels  of  net  wealth  than  similar  renters,  especially  among  households 
with  incomes  under  $9,000  in  1975. 

Perhaps  the  most  important  homeownership  benefits  to  society  might 
come  from  superior  dwelling  upkeep.     Analyses  comparing  the  condition  (not 
the  size)  of  properties  rented  with  those  owner-occupied  by  households 
of  moderate  or  high  incomes  show  no  difference;  but,  among  households 
with  1972  incomes  of  $7,500  or  less,  homeowners  were  found  to  provide 
superior  maintenance.     The  differential  contribution  of  homeowners  to 
"neighborhood  stability,"  i.e.,  to  preventing  sharp  shifts  in  the  occupants 
and  conditions  in  the  neighborhood,  is  also  open  to  question.     It  is  true 
in  general  that  homeowners  move  less  frequently  than  renters,  but  there 
is  no  strong  evidence  comparing  behavior  in  the  face  of  neighborhood  tran- 
sition.    The  owner  occupant,  as  investor,  may  move  early  from  transitional 
areas  to  protect  an  investment  which  often  constitutes  the  bulk  of  a  home- 
owner's wealth.     How  homeownership  affects  national  "political  stability" 
is  beyond  the  scope  of  this  paper. 

There  are  two  costs  to  society  which  must  be  weighed  against  the 
benefits  claimed  for  homeownership.     The  present  treatment  of  homeowner 
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property  tax  and  mortgage  interest  payments  under  the  Internal  Revenue 
Code  will  probably  result  in  $12  billion  in  tax  losses  in  the  current 
fiscal  year.     To  this  should  be  added  the  tax  loss  from  state  and  local 
property  tax  relief,  mostly  for  elderly  households.     On  the  other  hand, 
these  figures  should  be  reduced  somewhat  because  in  the  absence  of  owner 
occupant  deductions,   taxpayers  would  make  use  of  other  tax  shelters.  The 
second  cost  results  from  the  comparatively  land  intensive  character  of 
single-family  housing,  which  is  overwhelmingly  the  structure  choice  of 
homeowners.     Single-unit  structures  use  more  energy  than  multi-family  hous- 
ing, and  their  lower  density  results  in  relatively  greater  investment  in 
sewer,  water,  and  road  systems,  and  in  more  frequent  and  longer  automobile 
trips.     This  second  type  of  cost  should  be  weighed  relatively  lightly  in 
the  overall  calculations,  however,  because  it   is  doubtful  that  the  demand 
for  the  single-family  home  would  change  sharply  if  the  rate  of  homeowner- 
ship  declined  somewhat. 

Our  view  is  that  the  benefits  to  society,  as  considered  here,  are 
small  relative  to  their  cost.     Further,  there  is  a  mismatch  between  the 
social  costs  (i.e. ,  tax  benefits  which  accrue  to  well-to-do  households) 
and  the  benefits  realized  by  moderate-income  households.     These  findings 
argue  that,   at  a  minimum,   the  Internal  Revenue  Code  should  be  restructured 
both  to  reduce  tax  costs  below  current  levels  and  to  focus  the  subsidy 
on  low-to-moderate-income  households.     The  largest  social  benefits  are 
derived  from  owner  occupancy  of  these  households,  and  they  demonstrate  the 
greatest  willingness  to  become  homeowners  in  response  to  changes  in  their 
effective  income.     More  generally,  governments  at  all  levels  should  shift 
away  from  subsidizing  increased  homeownership  toward  facilitating  actions 
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such  as  changing  the  timing  of  mortgage  costs.  These  actions  could  be  as 
important  as  the  current  subsidies  structured  in  favor  of  the  well-to-do. 

Of  course,   factors  not  considered  here  play  an  important  role  in  the 
political  process — Americans  feel  strongly  about  homeownership ,  and  their 
preferences  can  be  relied  upon  to  affect  the  actions  of  their  elected 
representatives.     However,  the  findings  in  this  paper  would  argue  for  a 
closer  match  than  presently  exists  between  need  and  the  subsidies  used  to 
foster  owner  occupancy. 


J.  Follain  and  R.  Struyk,  "Homeownership  Effects  of  Alternative 
Mortgage  Instruments,"  American  Real  Estate  and  Urban  Economics  Association 
Journal,  forthcoming. 
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2.     SOCIAL  BENEFITS  AND  COSTS 

A.     The  Benefits 

When  a  private  action,  such  as  buying  a  home,  has  side  effects  that 
are  advantageous  to  others,  it  is  said  to  have  social  benefits.  What 
social  benefits  accrue  to  the  community  because  of  homeownership?  The 
federal  government  has  not  enumerated  the  gains  to  society  from  a  higher 
rate  of  owner  occupancy,  even  though  it  has  done  a  number  of  things  over 
the  years  to  foster  homeownership  in  this  country.     The  major  laws  en- 
couraging homeownership — the  Tariff  Act  of  1913  (the  original  income  tax 
law),  the  National  Housing  Act  of  1934,  and  the  Housing  and  Urban  Develop- 
ment Act  of  1968"'" — as  well  as  the  House  and  Senate  reports  accompanying 
this  legislation  have  included  remarkably  little  justification  for  this 
policy. 

Statements  made  at  public  hearings  on  housing  legislation,  as  well 

as  executive  pronouncements,  have  sometimes  provided  a  general  picture  of 

the  advantages  thought  to  accrue  to  society.     President  Herbert  Hoover 

gave  an  extensive  endorsement  to  homeownership: 

Maintaining  a  high  percentage  of  individual  homeowners  is  one 
of  the  searching  tests  that  now  challenge  the  people  of  the  United 
States.     The  present  large  proportion  of  families  that  own  their 
homes  is  both  the  foundation  of  a  sound  economic  and  social  system 
and  a  guarantee  that  our  society  will  continue  to  develop  ration- 
ally as  changing  conditions  demand. 


These  laws  are,  respectively:  PL  73-479,  48  STAT  1248;  PL  90-448, 
82  STAT  485;  and  PL  63-16,  38  STAT  166. 
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A  family  that  owns  its  own  home  takes  pride  in  it,  and  has  a  more 
wholesome,  healthful,  and  happy  atmosphere  in  which  to  bring  up 
children.     The  homeowner  has  a  constructive  aim  in  life  .   .   .  and 
his  family  .    .    .  enjoy  more  of  the  comforts  and  cultivating  influ- 
ences of  modern  civilization.     A  husband  and  wife  who  own  their 
own  home  are  more  apt  to  save.     They  have  an  interest  in  the  ad- 
vancement of  a  social  system  that  permits  the  individual  to  store 
up  the  fruits  of  his  labor.     As  direct  taxpayers  they  take  a  more 
active  part  in  local  government.     Above  all,  the  love  of  home  is 
one  of  the  first  instincts  and  the  greatest  of  inspirations  of 
our  people. ^ 

Harry  Hopkins,  at  hearings  on  the  National  Housing  Act,  testified 

There  is  nothing  I  know  of  in  the  United  States  that  is  more 
socially  desirable  than  a  house  to  live  in.     It  actually  in- 
creases the  wealth  of  the  Nation  .   .   .  and,  at  the  same  time, 
puts  people  to  work. 3 

More  recently,  at  hearings  on  1968  housing  legislation,  Robert  Weaver, 

then  Secretary  of  the  Department  of  Housing  and  Urban  Development,  said 

homeownership  creates  "  pride  of  possession,  engenders  responsibility  and 
4 

stability."      Similarly,  Andrew  Biemiller  speaking  for  the  AFL-CIO  noted, 
"Homeownership  .   .   .  has  a  certain  mystique,  a  feeling  of  belonging,  a 
tie  to  the  land  that  we  all  recognize  and  applaud.  "~* 

Thus,  in  the  highest  forums  in  our  country,  a  plethora  of  social 
benefits  has  been  claimed  for  homeownership  and,  as  far  as  we  know,  the 


2 

Quoted  in  J.  M.  Gries  and  J.  Ford  (eds.),  Home  Ownership,  Income 
and  Types  of  Dwellings,  Vol.   4  of  the  Report  on  the  President's  Conference 
on  Home  Building  and  Home  Ownership  (Washington,  D.C.:     National  Capital 
Press,  1937),  p.  1. 

3 

U.S.  Congress,  House  of  Representatives,  Hearings  of  the  House 
Banking  and  Currency  Committee  on  The  National  Housing  Act,  73rd  Congress, 
1934,  p.  107. 

4 

U.S.  Congress,  House  of  Representatives,  Hearings  of  the  Subcommittee 
on  Housing  of  the  Committee  of  Banking  and  Currency  on  Housing  and  Urban 
Development  Legislation  and  Urban  Insurance,  90th  Congress,  Second  Session, 
1968,  Part  1,  p.  63. 

5Ibid,  p.  541. 


15 


assertions  have  not  been  challenged.     The  benefits  imputed  to  owner  occu- 
pancy fall  into  three  distinct  groups:     (a)  those  concerning  the  preserva- 
tion of  the  housing  stock,  both  the  dwelling  occupied  by  the  homeowner  and 
the  neighboring  properties;   (b)  those  stemming  from  the  high  rate  of 
saving  and  wealth  accumulation  of  the  homeowner,  including  the  owner's 
"sweat  equity";  and  (c)  those  based  on  the  civic  responsibility  that  ac- 
companies an  owner's  stake  in  the  local  community. 

Maintaining  the  Stock 

The  Owner's  Dwelling.     Assume  that  owner  occupants  maintain  dwellings 
in  better  condition  than  landlords  and  tenants  maintain  rental  dwellings. 
Society  would  benefit  from  superior  maintenance  which  prolongs  the  useful 
life  of  existing  units  if  the  cost  of  providing  it  were  less  than  the  cost 
of  providing  the  same  flow  of  housing  services  in  newly  built  replacement 
units.     The  criterion  just  posed  is  one  of  efficiency;  i.e.,  how  can  so- 
ciety obtain  a  given  amount  of  housing  services  using  the  fewest  resources 
to  produce  it?     (This  ignores  effects  of  dwelling  upkeep  on  other  dwellings, 
which  we  consider  later.)     To  demonstrate  the  gain  to  society,  the  super- 
iority of  owner  occupant  maintenance  must  first  be  documented,  then  the 
comparatively  greater  efficiency  of  maintenance  versus  replacement  must  be 
shown . 

In  comparing  owner-occupied  and  rental  housing,  the  quantity  of  hous- 
ing (e.g.,   the  number  of  rooms  and  bathrooms)  must  be  distinguished  from 
the  quality  of  housing  (e.g.,  the  condition  of  the  rooms  and  how  well  the 
plumbing  and  heating  works) .     There  is  no  question  that  homeowners  have 
larger  dwellings.     The  data  in  Table  2  provide  evidence  on  this  point 
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for  a  narrowly  defined  group  of  households — husband-wife  families,  head 
age  45-64 — in  order  to  insure  comparability.     These  data,   from  the  1970 
Census  of  Housing,  are  shown  separately  for  renters  and  homeowners  in  each 
of  six  income  classes.     Almost  universally,  every  measure  supports  the 
contention  that  owner  occupants  consume  more  housing  than  renters. 

But  is  owner-occupied  housing  better  maintained?     There  are  two  paths 
to  confronting  this  question.     One  is  to  examine  the  fragmentary  data 
available  on  how  much  maintenance  homeowners  and  landlords  actually  do; 
the  second  looks  at  the  condition  of  the  dwellings  occupied  by  the  two 
groups  of  households  and  at  how  well  the  major  systems   (heating,  plumbing, 
etc . )  work . 

There  are  some  basic  problems  with  studying  maintenance  activity. 
First,  the  available  data  are  simply  inadequate  to  the  task.       Second,  and 
of  at  least  equal  importance,  is  the  fact  that  similar  amounts  of  main- 
tenance and  investment  inputs  do  not  necessarily  produce  the  same  housing 
output.     One  group  of  producers  may  be  more  efficient  than  another;  one 
type  of  occupant   (renter  or  homeowner)  may  depreciate  a  unit  more  rapidly; 
one  group  may  have  a  greater  preference  for  housing  than  another.     All  of 
these  conceptual  points  argue  for  looking  at  housing  outputs. 

A  recently  completed  analysis  was  designed  to  determine  whether 
tenants  receive  as  great  a  level  of  "basic"  housing  services  as  similarly 
situated  owner  occupants.     Basic  services  have  to  do  with  the  quality  of 

^For  a  description  of  the  available  data  and  a  comparison  of  main- 
tenance and  investment  expenditures  by  landlords  and  owner  occupants,  see 
L.  Ozanne  and  R.  Struyk,  Housing  from  the  Existing  Stock;  Comparative 
Economic  Analyses  of  Owner-Occupants  and  Landlords  (Washington,  D.C.: 
The  Urban  Institute,  1976),  pp.  8-12. 


18 


the  unit  and  the  dependability  of  its  mechanical  systems.       Four  indices 
of  the  quantity  of  basic  services  provided  by  a  dwelling  were  developed 
for  the  analysis.     These  were  based  on  detailed  housing  data  gathered  in 
a  special  survey  in  three  cities  in  1973  by  the  Bureau  of  the  Census  at 
the  request  of  the  Department  of  Housing  and  Urban  Development.     Two  of 
the  indices  measure  the  dependability  of  the  utilities  and  the  plumbing, 
electrical,  and  heating  systems.     The  information  used  in  these  indices 
include  data  on  the  number  and  length  of  breakdowns  in  electrical  systems, 
sewers,  and  the  gas  system  and  in  toilets,  sinks,  hot  water  heaters,  and 
the  heating  system.     The  two  indices  differ  only  in  the  weighting  schemes 
used  to  combine  the  components.     The  other  two  indices  measure  the  struc- 
tural condition  of  the  dwelling,  including  such  things  as  the  presence  of 
a  leaky  roof,  holes  in  the  floor,  and  peeling  paint  or  chipped  plaster 
over  major  areas  of  the  walls.     These  four  rather  specific  output  measures 
were  the  variables  to  be  "explained"  in  the  statistical  analysis  undertaken. 

The  hypothesis  of  owner  occupant  superiority  was  tested  esnentially 
by  using  an  analysis  of  variance  of  each  index  for  the  combined  sample  of 
owner-occupied  and  rental  dwellings.     Separate  analyses  were  done  for 
each  of  five  income-stratified  samples  of  households.     The  results  indi- 
cate that  lower-income  owner  occupants — those  with  1972  incomes  of  $7,500 
or  less — receive  more  housing  services  than  renters  with  equivalent  in- 
comes.    No  such  pattern  is  evident  for  higher- income  households.  The 
results  of  a  second  estimation  procedure,  under  which  the  influence  of 


See  Chapter  3  of  Ozanne-Struyk,  op.  cit.,  for  details. 
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neighborhood  and  occupant  characteristics  (e.g.,  age  of  head)  were  con- 
trolled for,  show  no  tenure  effects. 

This  evidence  is  not  strong  enough  to  be  termed  conclusive.     For  one 
thing  the  data  apply  only  to  a  comparatively  small  sample  of  households 
in  only  three  cities — Chicago,  Memphis,  and  Portland,  Oregon.     For  another, 
the  exact  information  selected  was  not  ideal.     Nevertheless,  the  results 
do  seem  strong  enough  to  indicate  that  the  amount  of  "basic"  services 
owner  occupants  demand  and  supply  themselves  is  not  overwhelmingly,  uni- 
versally greater  than  that  demanded  by  renters  and  supplied  jointly  by 
renters  and  their  landlords.     If  a  difference  does  exist,  it  is  among 
lower-income  households.     Unfortunately,  this  appears  to  be  the  only  evi- 
dence on  this  point  for  homeowners  in  single-unit  structures  versus 
8 

renters . 

Neighboring  Dwellings.     Perhaps  society  benefits  from  the  presence 
of  owner-occupied  housing  in  a  neighborhood.     Assume  that  lower-income 
owner  occupants  maintain  properties  in  better  condition  than  rental 
properties  with  tenants  of  similar  incomes.     Then,  in  low- income  neigh- 
borhoods where  a  greater  share  of  the  dwellings  are  owner-occupied  the 
properties  will  on  average  be  better  maintained  than  in  low-income  neigh- 
borhoods having  more  renters.     The  superior  condition  of  the  first 


Analysis  of  rental  properties,  some  of  which  have  the  owner  living 
on  the  premises  and  some  of  which  are  absentee-owner  properties,  reach  the 
conclusion  that  owner-occupied  rental  properties  are  better  maintained. 
See  George  Peterson,  "Housing  Prices  and  Tenant  Characteristics:  Analysis 
of  St.  Louis  Housing  Data,"  Journal  of  Urban  Economics,  forthcoming;  and 
Franklin  James,  "Housing  Abandonment  in  Newark:  Neighborhood  Segregation, 
Landlord  Discrimination  and  the  Abandonment  of  Rental  Properties"  (New 
Brunswick,  N.J.:     Rutgers  University  Center  for  Urban  Policy  Research,  1973). 
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neighborhood  encourages  additional  investment  by  affecting  expectations 

positively,  and  the  level  of  housing  investment  exceeds  that  in  areas 

of  lower  owner  occupancy,  where  the  return  to  the  individual  property 

owner  is  lower  because  the  property  is  "overimproved"  relative  to  others 

9 

in  the  neighborhood. 

Although  there  is  certainly  no  direct  evidence  on  the  causal  model 
just  sketched,  there  is  evidence  on  the  valuation  of  neighborhood  con- 
ditions by  homeowners  and  renters.     One  form  of  evidence  is  from  the 
study  of  homeowners  and  renters  described  above.     Among  the  data  used  in 
that  analysis  were  expert  ratings  of  the  conditions,  including  the  con- 
dition of  the  dwellings,  on  the  block  where  each  sample  dwelling  unit 
was  located.     The  mean  values  of  these  ratings  for  five  income  groups — 
transformed  to  range  from  100  for  excellent  to  1000  for  very  poor — are 
shown  in  Table  3.     By  this  measure,  homeowners  clearly  live  in  superior 
neighborhoods  compared  to  all  households  with  1972  incomes  below  $10,000. 
Of  course,   the  causality  is  ambiguous — homeowners  may  select  such  neigh- 
borhoods in  the  first  place  rather  than  "developing"  them  over  time. 
The  second  type  of  evidence  is  from  statistical  analyses  of  the  composition 
of  the  price  of  the  homes  of  owner  occupants  and  of  the  rents  paid  by 


9 

Stated  alternatively,  if  individual  property  owners  invest  only  to 
the  point  where  they  equate  private  returns  and  costs  at  the  margin,  too 
little  investment  occurs  from  a  social  perspective;  marginal  social  re- 
turns will  exceed  marginal  private  returns  because  of  the  increase  in  the 
values  of  other  properties.     Homeownership ,  through  greater  investment, 
reduces  the  difference  between  marginal  private  and  social  returns.  For 
a  more  complete  discussion  of  the  difference  between  private  and  social 
returns,  see  Otto  Davis  and  A.  B.  Winston,  "The  Economics  of  Urban  Re- 
newal," Law  and  Contemporary  Problems  (Winter  1961):  105-17. 
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TABLE  3 


Comparison 
neighborhoods 

of  mean  values  of  expert  ratings 
of  owner  occupants  and  renters 

of  resident 
in  three  cities 

Income  class3 

Renters 

Owner 
occupants 

Percentage  difference 
between  owner 
occupants  and 
renters 

Under  $3,000 

526 

440 

16Zb 

$3,000-$4,999 

A81 

435 

10b 

$5,000-$7,499 

499 

412 

17b 

$7,500-$9,999 

440 

387 

12b 

$10,000-$15,000 

406 

385 

5C 

Expert  ratings  range  from  100  to  1,000,  with  100  being  an  excellent  neigh- 
borhood and  1,000  a  very  bad  neighborhood.     Data  are  from  the  Five  Cities 
Survey  and  are  for  dwellings  in  Chicago,  Memphis,  and  Portland,  Oregon. 

KEY:       Current,  1972  total  household  income. 


Difference  in  means  significant  at  .05  level. 
Difference  in  means  is  statistically  insignificant. 
Source:     Table  35  in  L.  Ozanne  and  R.   Struyk,  op.  cit. 
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renters.     Again,  the  results  seem  to  indicate  greater  sensitivity  to 
neighborhood  conditions  on  the  part  of  homeowners."^ 

In  addition  to  differences  in  home  maintenance,  homeowners  may  respond 
differently  to  changes  or  potential  changes  in  their  neighborhoods.  The 
gradual  shifting  of  portions  of  the  stock  of  older  housing  to  lower-income 
households  is  a  widely  accepted  part  of  the  urban  process.     But  these 
changes  may  occur  in  an  orderly  fashion — a  manner  which  avoids  severe 
drops  in  the  flow  of  services  from  the  housing  stock,  sudden  and  massive 
deterioration  in  neighborhood  conditions,  and  major  declines  in  property 
values.     Do  homeowners  provide  a  stabilizing  influence?     Conventional  wis- 
dom argues  that  the  link  between  stability  and  owner  occupancy  is  the  fi- 
nancial investment  of  homeowners  in  their  neighborhoods  which  compels  them 
to  work  as  private  citizens  and  through  local  government  to  fend  off  sharp 
shocks  to  the  areas  in  which  they  live. 

Owner  occupants  certainly  move  less  frequently  than  renters."'""'"  But 
more  pertinent  is  how  owner  occupants  compared  to  renters  respond  to 


See,   for  example,  A.  B.  Schnare,  Externalities,  Segregation,  and 
Housing  Prices  (Washington,  D.C.:     The  Urban  Institute,   1974)  and  J.  F. 
Kain  and  J.  M.  Quigley,  Housing  Markets  and  Racial  Discrimination  (New 
York:     National  Bureau  of  Economic  Research,  1975). 

"'""'"This  applies  as  well  to  those  households  who  reside  in  a  dwelling 
longer  than  the  two  or  three  years  required  for  homeownership  to  be  com- 
petitive with  renting  due  to  the  higher  transactions  costs  of  home  purchase, 
See  appendix  tables  A-2  and  A-3.     For  a  discussion  of  the  factors  leading 
to  two  to  three  years  being  the  break-even  point  for  homeownership,  see 
John  P.   Shelton,  "The  Cost  of  Renting  Versus  Owning  a  Home,"  Land  Economics 
(1968):     pp.  59-72. 

For  general  analyses  of  household  movement  rates  see,  for  example, 
Elizabeth  Roistacher,  "Residential  Mobility,"  and  John  Goodman,  "Local 
Residential  Mobility  and  Family  Housing  Adjustments,"  in  Five  Thousand 
American  Families  -  Patterns  of  Economic  Progress,  ed.  James  N.  Morgan, 
Vol.  II  (Ann  Arbor:     Institute  for  Survey  Research,  University  of  Michi- 
gan, 1974). 
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neighborhood  shocks,  in  particular  to  the  influx  of  lower-income  households 
into  the  area.     The  question  is  an  empirical  one,  which  no  analysis  known 
to  us  has  adequately  addressed.     The  costs  of  relocating  are  clearly  greater 
for  homeowners,  which  should  cause  them  to  stay  in  the  same  house  longer 
than  renters.     (We  assume  ability  of  renters  to  move  is  not  constrained 
by  low  vacancy  rates  for  the  type  of  housing  they  desire.)     Owner  occupants 
could  be  expected  to  remain  longer  because  they  are  assured  of  their  own 
demand  for  their  housing  units.     But  as  investors,  concerned  about  potential 
declines  in  property  values,  owner  occupants  might  wish  to  leave  their  neigh 
borhoods  at  the  first  sign  of  transition.     On  balance,  the  expected  stabilit 
afforded  by  owner  occupancy  in  downward  transitional  neighborhoods  is  very 
difficult  to  predict.     It  is  also  difficult  to  document,  because  this  would 
require  data  on  individual  properties  and  households  over  time. 

Savings  and  Wealth  Accumulation 

The  basic  data  are  considerably  more  conclusive  with  regard  to  com- 
paring the  savings  propensities  of  homeowners  and  of  renters.     Table  4 
displays  mean  net  wealth  and  its  composition  for  a  national  sample  of  about 
3,500  households  in  1962.     Separate  figures  are  provided  for  homeowners 
and  renters  for  two  income  groups  and  three  age  categories.     The  income 
levels  used  in  the  table  seem  low  because  they  are  not  adjusted  for  in- 
flation.    Inflation  alone  has  raised  a  $5,000  income  to  $8,900  between  1962 
and  1975,  so  the  income  categories  shown,  if  adjusted,  would  cover  most 
households  today. 

The  pattern  is  clearly  one  in  which  homeowners  have  larger  net  wealth 
positions  than  their  renter  counterparts.     In  fact,  home  equity  is  an 
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TABLE  4 

Mean  dollar  amount  of  assets  and  debt  of  homeowners 
and  non-homeowners  in  1962 
by  age  of  household  head  and  income  class 

Homeowners  Non  Homeowners 


Age 
"bl- 

of head 

Age 

of  head 

under 

35- 

Over 

Under 

35- 

Over 

35 

45 

45 

35 

45 

45 

A.  Total 

family 

income  under 

$5,000 

Net  worth 

$  5,454  $ 

6,113 

$17,401 

$  640 

$  3,139 

$  6,625 

Assets 

10,066 

18,718 

20,882 

1,076 

3,484 

6,932 

Own  home 

9,052 

7,385 

9,541 

Autouobi le 

627 

603 

385 

525 

409 

240 

Business  and 

professional 

516 

1,149 

1,288 

269 

2,050 

2,471 

Liquid  &  invest- 

ment assets 

193 

1,326 

7,435 

205 

981 

3,995 

Miscellaneous 

13 

236 

212 

186 

668 

1,694 

Debt 

5,428 

3,981 

1,318 

594 

503 

372 

Mortgage  debt 

4,631 

3,025 

1,024 

Other  debt 

797 

956 

294 

59<+ 

503 

372 

B.     Total  family  income  $5,000-10,000 


Net  worth 

$  6,371 

$11,317 

$23,003 

$  3,524 

$18,565 

$20,539 

Assets 

17,085 

18,258 

27,688 

4,46] 

20,671 

21,167 

Ovn  home 

13,989 

13,351 

13,727 

Automobile 

1,081 

1,262 

1,258 

1,201 

1,210 

860 

Business  and 

professional 

162 

1,348 

1,242 

792 

4,719 

9,049 

Liquid  &  invest- 

ment assets 

1,432 

2,369 

10,348 

2,378 

7,916 

10,245 

Miscellaneous 

421 

128 

1,127 

89 

6,827 

1,015 

Debt 

10,728 

6,941 

4,702 

1,153 

2,241 

663 

Mortgage  debt 

9,352 

5,858 

3,389 

Other  debt 

1,416 

1,083 

1,313 

1,153 

2,241 

663 

Sources:     Tabulations  of  1962  Federal  Reserve  Board  survey  data.     For  a  detailed 
description,  see  D.   S.  Projector  and  G.   S.  Weiss,  Survey  of  Financial  Character- 
istics of  Consumers  (Washington,  D.C.:     Board  of  Governors  of  the  Federal  Reserve 
System,  1966). 
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important  element  of  the  difference.     For  households  headed  by  someone 
under  the  age  of  45  with  a  1962  income  of  less  than  $5,000,  it  accounts 
for  nearly  all  the  difference  in  wealth  between  homeowners  and  renters. 
Among  moderate-income  households   (incomes  in  1962  of  $5,000  to  $10,000), 
home  equity  is  very  important  for  young  households  but  much  less  so  for 
older  ones.     In  this  income  range,  the  overall  positions  of  renters  and 
homeowners  are  much  closer  than  between  lower-income  households  in  these 
tenure  groups. 

Neither  these  data,  nor  any  other  developed  thus  far,  shed  much 
light  on  whether  homeowners  save  more  of  their  income  every  year.  They 
also  do  not  give  any  indication  of  the  importance  to  wealth  accumulation 
of  the  investment  of  the  homeowner's  time.     They  do,  however,  show  that 
the  wealth  distribution  would  likely  be  somewhat  different,  and  total 
wealth  would  possibly  be  smaller,  with  lower  homeownership  rates.  Such 
differences  could,  in  turn,  make  less  capital  available  nationally  for 
investment,  which  could  reduce  the  aggregate  rate  of  economic  growth.  It 
is  difficult  to  be  certain  about  the  size  of  these  effects,  because  the 
investment  behavior  of  those  currently  owning  their  homes,  as  well  as 
those  who  would  own  the  now  owner-occupied  residential  stock,  must  be  pre- 
dicted in  order  to  make  such  assertions.     On  balance,  though,  it  seems 
likely  that  a  higher  rate  of  homeownership  is  associated  with  greater 
capital  accumulation  in  this  country. 

The  Homeowner  as  Superior  Citizen 

The  argument  that  the  owner  occupant  is  a  more  active  and  responsible 
citizen  must  surely  have  its  greatest  force  at  the  local  level,  for  it  is 
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within  the  immediate  locale  that  changes  affecting  the  value  of  the  home- 
owner's property  would  occur.     There  is  convincing  evidence  that  homeowners 

12 

are  far  more  likely  than  renters  to  vote  in  local  elections.        We  have  not 
been  able  to  find  information  on  citizen  participation  in  local  government 
differentiated  by  tenure,  but  it  is  logical  that  participation  and  voting 
behavior  would  be  correlated. 

The  evidence  on  the  voting  of  renters  and  homeowners  in  national  elec- 
tions is  less  conclusive.     None  of  the  polling  services  specializing  in 
national  politics  (Roper,  Gallup,  and  Harris)  has  asked  questions  about 
tenure  as  part  of  the  background  data.     The  large  body  of  analysis  of  voting 
behavior  is  similarly  barren.     Length  of  residence  in  a  particular  dwelling 
has  been  used  in  analyses  of  national  voter  participation,  and,  based  on 
the  fact  that  homeowners  move  less  often,  the  results  indicate  a  signifi- 
cantly higher  voting  rate  for  longer  tenure  households  (homeowners)."^ 
Hence,  if  the  crude  index  of  voter  participation  is  used  as  the  metric  of 
quality  of  citizenship,  homeowners  do  seem  to  be  better  citizens.  Of 

14 

course,  how  they  use  their  vote  is  a  much  more  controversial  question. 


Phillip  K.  Piele  and  J.  S.  Hall,  Budgets,  Bonds,  and  Ballots: 
Voting  Behavior  in  School  Financial  Elections  (Lexington,  Mass. :  Lexing- 
ton Books,  1973) . 

13 

This  evidence  is  presented  in  Orley  Ashenfelter  and  Stanley  Kelly, 
Jr. ,  "Determinants  of  Participation  in  Presidential  Elections,"  Journal 
of  Law  and  Economics,  Vol.   18,  1975,  pp.  695-733. 

14 

It  is  known,  for  example,  that  homeowners  vote  much  less  often  in 
favor  of  local  tax  and  expenditure  increases  than  do  their  renting 
counterparts. 
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Conclusions 

The  general  finding  is  that  the  benefits  society  realizes  because 
families  live  in  dwellings  they  own  are  probably  quite  modest.     The  three 
areas  in  which  benefits  seem  to  accrue  are  in  the  upkeep  of  individual 
dwellings,   in  the  rate  of  wealth  accumulation,  and  in  citizen  participa- 
tion.    In  the  first  two  cases,  the  benefits  are  strongly  associated  with 
comparatively  low-income  homeowners;  among  higher- income  households,  small 
or  no  differences  appear.     The  homeowning  citizen  is  more  likely  to  vote 
and  probably  to  participate  in  local  government.     What  this  is  worth,  of 
course,  is  extremely  difficult  to  judge,  but  it  seems  reasonable  that 
society  benefits  in  terms  of  efficiency  of  local  decision  making  and  per- 
haps of  a  reduced  number  of  local  government  employees.     No  real  evidence 
is  available  showing  that  owner  occupancy  promotes  better  upkeep  of  neigh- 
boring dwellings  and  generally  preserves  the  neighborhood.     Even  on  con- 
ceptual grounds,  though,  it  is  far  from  clear  that  sizable  social  benefits 
are  generated  in  this  area. 

B.  Costs 

Two  forms  of  social  cost  are  explicitly  considered  in  this  section: 
the  tax  loss  to  the  federal  treasury  from  the  deductions  allowed  homeowners, 
and  the  more  general  cost  of  the  greater  land  consumption  of  the  standard 
owner-occupied  structure — the  detached,  single-unit  dwelling — compared  to 
other  structure  types. 
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Tax  Costs 

Their  Size  and  Distribution.     It  is  well  known  that  homeowners  save 
substantial  taxes  because  of  the  provisions  of  the  Internal  Revenue  Code 
which  allow  the  inclusion  of  property  tax  and  mortgage  interest  payments 
as  personal  deductions  and  the  exclusion  of  the  imputed  rent  from  the 
dwelling  as  taxable  income.     Further,  these  tax  savings  largely  represent 
net  tax  advantages  to  owner  occupants  compared  to  renter  households  even 
though  the  Internal  Revenue  Service  allows  landlords  to  use  an  accelerated 
depreciation  schedule. 

In  the  aggregate,  the  gross  tax  savings  are  large.     Estimates  by 

Aaron,  which  include  an  imputation  of  the  net  rent  from  the  structure, 

16 

are  the  most  complete.        For  1966,  he  estimates  an  advantage  of  $7  to 
$9  billion,  depending  on  whether  a  4  or  6  percent  rate  of  interest  is 
applied  to  owners'  equity;  of  this  amount,  $3  billion  is  attributed  to 
the  interest  and  property  tax  deductions.     By  fiscal  year  1978,  the  Office 


If  renting  and  owning  are  close  substitutes  for  some  significant 
fraction  of  households,  then  prices  on  equivalent  owner-occupied  and  rental 
properties  must  be  quite  close  or  they  would  be  made  so  by  households 
shifting  tenure.     Hence,  a  change  in  the  depreciation  allowance  given  to 
landlords  can  be  expected  to  affect  the  gross  rents   (and  sales  prices)  of 
both  renter-  and  owner-occupied  properties.     It  may  be,  however,  that  the 
change  in  gross  rents  is  not  equivalent  since  the  two  tenure  forms  are  not 
perfect  substitutes.     The  homeowner  retains  a  net  tax  advantage  as  long  as 
the  sum  of  net  rent   (which  may  be  negative)  and  the  value  of  mortgage  in- 
terest and  tax  deductions  is  positive.     For  a  more  complete  statement  of 
the  argument,  see  Appendix  B  in  R.  Struyk,  Urban  Homeownership :     The  Eco- 
nomic Determinants  (Lexington,  Mass.:     Lexington  Books,  D.C.  Heath  and 
Co.,  1976). 


Henry  Aaron,  "Income  Taxes  and  Housing,"  American  Economic  Review, 
Vol.  60,  December  1970,  pp.  789-806. 
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of  Management  and  Budget  estimates  the  tax  loss  from  only  the  interest 
and  property  tax  deductions  to  be  about  $11  billion."^ 

Of  equal  importance  to  the  overall  value  of  the  tax  advantages  is  the 
distribution  of  these  benefits  by  income  class.     Table  5  displays  the 
distribution  of  tax  benefits  based  on  actual  income  tax  returns.  The 
table  shows  the  taxes  paid  (before  application  of  tax  credits)  as  a  per- 
centage of  adjusted  gross  income  for  nonaged  households  filing  joint  tax 
returns  in  1966.     Three  tax-filing  categories  of  these  households  are  in- 
cluded:    owner  occupants  filing  itemized  returns,  itemizing  renters,  and 
renters  using  the  standard  deduction.     The  households  included  in  these 
tabulations  were  deliberately  restricted  to  nonaged  families,  filing 
jointly,  to  make  the  nonhousing  situations  of  owner  occupants  and  renters 
more  comparable.     Also  note  that  the  real  difference  in  tax  treatment  be- 
tween owners  and  renters  is  understated  because  the  imputed  net  rent  for 
owner-occupied  units  is  not  included  in  owners'   taxable  income. 

With  the  exception  of  the  lowest- income  households,  the  actual  tax 
rates  of  owner  occupants  are  consistently  lower  than  renters  at  the  same 
income  level.     The  difference  in  tax  rates  is  on  average  about  2  percentage 
points  lower  for  owners  than  for  renters  using  the  standard  deduction  and 


U.S.  Office  of  Management  and  Budget,  The  Budget  of  the  United 
States  Government,  1978,  Special  Analyses  (Washington,  D.C.:     U.S.  Govern- 
ment Printing  Office,   1975),  p.   130.     The  escalation  in  the  real  value  of 
these  benefits  over  this  twelve-year  period  is  accounted  for  by  the  higher- 
than-average  rates  of  price  increase  in  property  values,  mortgage  interest 
rates,  and  property  taxes,  which  are  compounded  in  determining  the  values 
of  the  deductions.     For  a  review  of  the  trends  in  each  of  these  factors 
see,  F.  de  Leeuw,  A.   Schnare,  and  R.  Struyk,  "Housing,"  op.  cit.  Interest- 
ingly, there  has  been  very  little  increase  in  the  real  federal  income  tax 
rates  faced  by  households  over  the  period;  see  G.  M.  von  Furstenberg, 
"Individual  Income  Taxation  and  Inflation,"  National  Tax  Journal  28  (March 
1975):  117-26. 
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TABLE  5 


Total 

taxes  before  credit  as 
gross  income 

a  percentage  of  adjusted 
in  1966a 

Itemizing 

owner 
occupants 

Renters 

Adjusted  gross 
income  class 

Standard 
deduction 

Itemizing 

Under  $5,000 

3.5% 

3.8% 

3.0% 

$5,000-$6,999 

5.8 

7.9 

6.8 

$7,000-$9,999 

8.5 

10.6 

9.3 

$10,000-$14,999 

10.9 

13.4 

11.6 

$15,000-$19,999 

13.5 

16.3 

13.9 

$20,000-$30,000 

15.5 

19.4 

16.5 

Data  apply  to  jointly  filed  tax  returns  for  nonaged  families.     Source  of 
figures:     Special  tabulation  using  the  1966  Brookings  MERGE  tax  file.  For 
a  description  of  this  file  see  B.  Okner,   "Constructing  a  New  Data  Base  from 
Existing  Microdata  Sets:     The  1966  MERGE  File,"  Annals  of  Economic  and  Social 
Measurement  1  (July  1972)  5:  325-42. 
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0.6  percentage  points  lower  for  owners  than  for  itemizing  renters.  The 

dollar  value  of  the  homeownership  deductions  clearly  rises  with  income, 

because  the  same  percentage  differences  are  applied  to  increasingly  greater 
18 

incomes.        Assuming  the  other  factors  causing  tax  rates  to  diverge  are 
offset  by  the  exclusion  of  imputed  rents,  and  using  nonitemizing  renters 
as  a  base,  the  mean  value  of  the  mortgage  interest  and  property  tax  deduc- 
tions to  homeowners  in  1966  was  about  $125  for  households  in  the  $5,000- 
$7,000  income  group;  it  was  about  $1,000  for  those  in  the  $20,000-$30,000 
income  group.     Clearly,  most  tax  savings  are  accruing  to  higher-income 
households . 

Matching  Costs  with  Benefits.     Is  this  pattern  of  tax  savings  justi- 
fied?    There  are  three  criteria  that  any  tax  expenditure  should  meet: 
(1)  that  the  tax  provision  serves  a  valid  public  purpose,   (2)  that  the 

benefits  exceed  the  costs,  and  (3)  that  a  tax  subsidy  be  the  most  efficient 

19 

means  of  reaching  the  public  objective.         It  will  be  assumed  here  that 
these  tax  provisions  serve  a  valid  public  purpose.     But,   in  terms  of  special 
benefits,  it  is  hard  to  argue  on  behalf  of  the  present  income-progressive 
structure  of  tax  benefits;  if  anything,  the  greatest  benefits  to  society 
are  derived  from  moderate-to-low  income  homeowners.     Thus,  while  we  cannot 
demonstrate  the  benefits  and  costs  at  each  income  level,  it  is  fairly 
clear  that  the  largest  positive  difference  between  benefits  and  costs  is 


This  assumes  that  the  difference  in  tax  rates  shown  in  the  table 
stems  from  the  tax  treatment  of  homeownership. 

19 

These  points  merely  paraphrase  those  made  by  George  F.  Break  and 
Joseph  A.  Pechman  in  their  Federal  Tax  Reform:     The  Impossible  Dream? 
(Washington,  D.C.:     The  Brookings  Institution,  1975),  p.  12. 
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for  lower-income  households.     Among  higher-income  households,  costs  could 
easily  exceed  benefits. 

At  the  same  time,  it  is  not  clear  how  great  an  incentive  may  be  re- 
quired to  induce  households  of  different  income  levels  to  buy  a  home.  The 
key  information  is  the  extent  to  which  households  respond  to  changes  in 
their  after  tax  income  by  shifting  from  renter  to  homeowner  status.  It 
is  this  information  which  will  demonstrate  the  difficulty  of  achieving 
tenure  shifts  for  different  income  groups.     If  the  shift  is  relatively  dif 
ficult  (or  expensive)  to  achieve  for  low-income  households,  the  emphasis 
on  higher-income  households  in  the  present  tax  structure  may  be  defensible 

There  are  few  quantitative  estimates  of  this  responsiveness  and  none 

20 

based  on  econometric  analysis  of  data  for  individual  households.  The 
one  study  which  has  yielded  plausible,  internally  consistent  estimates  was 
recently  completed  by  Franklin  James.     It  links  together  aggregate  data 
for  the  United  States  in  one  estimate  and,  in  a  second,  evaluates  Canadian 
homeownership  rates  in  view  of  the  differences  between  Canadian  and  U.S. 
tax  structures,  incomes,  demographic  mixes,  and  urban-rural  household  loca 
tion.     Overall,  both  analyses  indicate  that  a  1  percent  increase  in  tax 
subsidy  will  produce  about  a  1  percent  increase  in  the  homeownership  rate. 
20 

More  specifically,  the  needed  estimates  are  of  the  tax-subsidy  elas 
ticity  of  owner  occupancy — the  percentage  change  in  homeownership  rates 
from  a  1  percent  change  in  tax  liability.     For  one  attempt  to  estimate  the 
effects  of  tax  advantages  to  homeowners  using  microdata,  see  R.   Struyk  as- 
sisted by  S.  Marshall,  Urban  Homeownership,  Chapter  4. 

21 

For  households  with  1970  incomes  of  $5,000  or  less  the  elasticity 
is  effectively  zero,  which  is  in  keeping  with  minimal  advantages  afforded 
to  low-income  households  from  personal  deductions  in  general.     The  elas- 
ticity is  greatest  for  moderate  income  households  and  declines  to  unity 
for  those  with  incomes  over  $20,000  in  1969.     For  details  see  Franklin 
James,  "Income  Taxes  and  Homeownership,"  Working  Paper  5031-03  (Washing- 
ton, D.C.:     The  Urban  Institute,  1975). 
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James'  work  shows  that  tax  subsidies  indeed  influence  the  homeownership 
decision,  but  it  does  not  provide  much  guidance  on  differences  in  the  re- 
sponse among  income  groups. 

The  use  of  cash  grants,  either  directly  or  indirectly  through  cash 
refunds  administered  as  part  of  the  federal  income  tax  system,  is  an  al- 
ternate governmental  mechanism  for  encouraging  homeownership.     Table  6 
presents  point  income  elasticities  of  the  demand  for  homeownership — i.e., 
the  percentage  change  in  owner  occupancy  associated  with  a  1  percent  change 

in  income  at  particular  income  levels — for  six  household  types  at  the 

22 

$4,000  and  $12,000  (1969)  income  levels  based  on  our  earlier  work.  There 

are  two  noteworthy  points  about  these  estimates.     First,  in  all  cases  the 

23 

elasticity  decreases  as  income  rises.         Second,  for  the  younger,  husband- 
wife  households,  the  $4,000  point  elasticities  are  quite  high. 

The  evidence,  then,  indicates  that  the  government  may  be  able  to 
induce  households  to  switch  to  owner  occupancy  tenure  status  more  effi- 
ciently when  the  households  have  low-to-moderate  incomes.     If  this  is 
indeed  the  case,  there  are  clearly  less  costly  methods  of  achieving  the 
benefits  of  homeownership  than  the  present  income  tax  regulations. 

One  alternative  tax  structure,  described  in  Appendix  B,  sets  a  maxi- 
mum amount  which  can  be  deducted  for  mortgage  interest  and  property  tax 

22 

These  estimates  are  for  white  households  in  metropolitan  areas  and 
are  from  R.   Struyk  and  S.  Marshall,  "Income  and  Urban  Home  Ownership," 
Review  of  Economics  and  Statistics,  Vol.  51  (February  1975):  19-26. 

23 

The  functional  form  used  in  fitting  these  tenure  rate/household 
income  regression  models,  loghyperbolic ,  causes  the  reduction  in  elasticity 
as  income  rises.     This  functional  form  was  confirmed  to  be  the  correct  form 
on  theoretical  and  empirical  grounds  in  R.   Struyk  assisted  by  S.  Marshall, 
Urban  Homeownership,  Chapters  3  and  4. 
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TABLE  6 

Estimates  of  income  elasticity  of  homeownership 


1970  income   Rate  of 

Household  type  $4,000        $12,000  homeownership 


Husband-wife  households,  with  head: 


under  age  30 

1.44 

.48 

.29 

age  30-44 

.88 

.29 

,78 

age  45-65 

.47 

.16 

.83 

over  age  65 

.13 

.04 

.81 

Families  with  one  spouse  present 

.51 

.17 

.50 

Primary  individuals 

.11 

.04 

.31 

Estimates  are  for  white  households  living  in  metropolitan  areas. 


Source:     R.   Struyk  and  S.  Marshall,  "Income  and  Urban  Home  Ownership," 

Review  of  Economics  and  Statistics  Vol.  LVII  (February  1975):     19-26,  Table  1. 
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payments.     The  deductible  amount  would  equal  the  housing  interest  and  taxes 

that  an  average  moderate-income  household  could  reasonably  be  expected  to 

incur.     A  variation  of  this  revision  (also  shown  in  the  appendix)  would  be 

to  give  a  tax  credit  in  this  amount.     A  more  radical  departure  would  be  to 

drop,  or  enormously  reduce,  the  present  benefits  available,  holding  the 

structure  constant,  and  to  provide  cash  payments  over  a  several-year  period 

to  those  households  that  shift  (for  the  first  time)  from  renter  to  owner 
24 

occupant  status.        Many  other  possibilities  are  available,  including 
time-limited  and  declining  mortgage  interest  subsidies,  which  could  be 
much  less  costly  than  the  present  practice  of  granting  the  subsidy  long 
after  any  real  need  may  have  passed.     The  main  point,  however,  has  been 
illustrated:     There  are  more  cost  effective  ways  to  reap  the  social  bene- 
fits from  homeownership  than  the  current  income  tax  treatment  of  homeowners, 

Two  Caveats.     There  are  two  important  qualifications  to  the  analysis 
presented  above.     One  is  that  the  net  amount  of  additional  revenue  realized 
by  the  Treasury  from  major  reform  of  homeownership  tax  provisions  will  be 
substantially  less  than  the  $11  billion  cited  earlier.     The  reason  is 
that  most  households  will  search  out  alternative  ways  of  sheltering  their 


24 

This  plan  is  detailed  in  Section  6  of  J.  Follain  and  R.   Struyk,  Home- 
ownership  Effects  of  Alternative  Mortgage  Instruments  (Washington,  D.C.: 
The  Urban  Institute,  1977). 

25 

We  have  only  considered  the  costs  of  favorable  tax  treatment  to  the 
federal  government.     Every  state  at  least  permits,  and  often  finances, 
property  tax  relief  to  elderly  homeowners;  most  of  the  remissions  apply 
only  to  homeowners,  but  as  of  1973,  15  states  gave  relief  to  elderly  renters 
as  well.     Several  states  have  expanded  the  coverage  to  low-income  households 
as  well.     In  1974,  the  "elderly-only"  program  states  remitted  about  $250  mil 
lion  in  property  taxes.     For  more  on  these  circuit-breakers  see  Abt  Assoc- 
iates, Property  Tax  Relief  Programs  for  the  Elderly  (Washington,  D.C.:  U.S. 
Government  Printing  Office  for  the  Department  of  Housing  and  Urban  Develop- 
ment, 1975). 
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incomes  from  taxes.     So,  to  some  degree,  reducing  homeownership-associated 
tax  savings  will  serve  merely  to  increase  other  forms  of  such  savings. 

The  second  qualification  has  to  do  with  the  reforms  themselves.  It 
is  often  argued  that  the  homeowner  deductions  of  mortgage  interest  payments 
and  property  taxes  are  perfectly  parallel  to  interest  and  tax  deductions 
from  owning  other  goods.     It  follows,  then,  that  "reforming"  the  tax  treat- 
ment of  homeowners  is  to  discriminate  against  them.^     In  some  regards, 
though,  housing  is  not  like  other  goods.     In  particular,  the  very  cost  of 
houses  (as  an  asset)  is  sufficient  to  preclude  homeownership — and  the 
deduction  therefor — for  a  major  segment  of  society.     This  clearly  sets 
this  deduction  apart  from  those  for  consumer  credit  loans  or  payments  of 
personal  property  taxes  on  automobiles.     Housing  is  not  as  sharply  dis- 
tinguished, however,  from  other  major  durables.     This  last  point  leads 
naturally  into  a  final  comment:     Any  major  reform  of  the  tax  treatment 
of  homeownership  expenses  should  be  part  of  a  more  comprehensive  tax  re- 
form, if  further  serious  inequities  are  to  be  avoided. 


Other  Costs 


A  higher  degree  of  homeownership  may  entail  a  number  of  other  social 

27 

costs  in  addition  to  higher  tax  expenditures.  Because  of  the  close  rela- 
tionship between  owner  occupancy  and  the  demand  for  single-unit  structures, 


26 

This  argument  is  made,  for  example,  in  Paul  R.  Porter,  The  Recovery 
of  American  Cities  (New  York:     The  Two  Continents  Publishing  Group,  Ltd., 
1976),  pp.  144-8. 

27 

The  remarks  in  this  section  are  largely  based  on  Chapter  8  of 
George  Peterson,  Federal  Tax  Policy  and  Urban  Development  (Washington, 
D.C. :     The  Urban  Institute,  forthcoming). 
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it  is  sometimes  indicted  for  the  voracious  use  of  land,  glibly  termed  "urban 
sprawl."    However,  the  effects  of  homeownership  must  be  carefully  disen- 
tangled from  those  arising  solely  from  the  demand  for  the  single-unit  struc- 
ture.    It  is  only  to  the  degree  that  homeownership  per  se  induces  additional 
demand  for  one-family  homes  that  the  social  costs  of  land-intense  housing 
can  be  allocated  to  homeownership. 

The  most  obvious  of  these  social  costs  are  the  increased  costs  of 
infrastructure  that  result  from  reduced  density.     Infrastructure  costs  are 
dominated  by  roads  and  sewer  and  water  systems.     It  has  been  estimated,  for 
example,  that  road  construction  costs  can  range  from  $3,080  per  housing  unit 
for  single-family  homes  built  at  a  density  of  three  units  per  acre,  to 
$801  per  unit  of  moderate-density  (30  units  per  acre),  multi-family  housing. 

Similarly,  single-family  housing  entails  higher  energy  consumption,  a 
matter  of  concern  in  light  of  the  objectives  of  making  the  United  States 
less  dependent  on  foreign  oil  and  of  providing  adequate  reserves  for  future 
generations.     Single-family  homes  require  more  fuel  to  heat  and  cool  per 
unit,  and  the  trip  lengths  of  occupants  of  low-density  units  are  demon- 
strably longer  than  those  of  persons  living  in  denser  housing  situations. 
Further,  water  consumption,  which  becomes  a  social  issue  when  supplies  are 
limited,  is  clearly  greater  for  the  single-unit  structure.  Residential 
land,  developed  at  an  average  density  of  one  unit  per  acre,  requires  ap- 
proximately 25  times  as  much  water  per  housing  unit  for  lawn  use  than  land 
developed  at  12  units  per  acre,  a  standard  density  for  townhouse  development. 

In  the  area  of  air  and  water  pollution,  the  evidence  is  much  less 
clear.     High-density  development  is  likely  to  generate  a  greater  concen- 
tration of  air  polluting  emissions  and  to  expose  more  people  to  high 
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pollution  levels.     The  greater  distance  between  emission-producing  activi- 
ties for  lower-density  development  tends  to  reduce  household  exposure  and 
increase  the  ability  of  the  air  to  restore  itself;  at  the  same  time,  how- 
ever, lower  densities  beget  more  auto  emissions.     By  the  same  token,  low- 
density  settlement  can  reduce  the  effects  of  sewage  disposal  on  the 
waterways;   if  the  treatment  outfall  points  are  more  widely  dispersed,  the 
waterway  is  given  some  opportunity  to  regenerate  its  oxygen  content  between 
emission  points.     Dispersed  development  is  also  likely  to  result  in  less 
rainwater  runoff  overflow  in  the  local  sewerage  treatment  plants,  because 
dirt  and  grass  have  greater  absorptive  capacity  than  harder  surfaces. 

On  balance,  it  would  seem  that  lower-density  development  may  involve 
real  costs  to  society.     In  terms  of  providing  infrastructure  and  of  energy 
consumption,  the  costs  seem  clear;  the  final  verdict  on  air  and  water  pol- 
lution is  less  evident.     Only  a  small  portion  of  these  costs,  however,  is 
attributable  to  homeownership  itself,  and  they  should  not  be  given  much 
weight  in  an  overall  appraisal  of  the  net  social  benefits  associated  with 
homeownership . 
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3.     EQUAL  OPPORTUNITY 

There  is  effectively  universal  acceptance  of  the  proposition  that 
similar  individuals  should  receive  the  same  treatment  under  the  law  and 
in  the  market  place.     Indeed,   this  is  a  working  definition  of  equity  in 
our  society.     There  is  no  reason,  therefore,  to  argue  for  equal  treatment. 
Rather,  this  section  is  devoted  to  a  summary  description  of  the  current 
differences  in  homeownership  opportunities  for  similarly  situated  black 
and  white  households,  of  the  reasons  for  these  differences,  and  of  the 
role  of  government  in  eliminating  the  causes.^ 

The  Differences 

The  layman  is  nearly  always  impressed  by  the  size  of  the  differences 
in  the  rates  of  homeownership  among  household  types.     Table  7  shows  that 
in  1970  husband-wife  families  were  about  twice  as  likely  to  own  a  home 
as  single  individuals;  middle-aged  husband-wife  families  were  four  times 
as  likely  to  be  owner  occupants  as  the  youngest  such  families.     But  the 
most  pervasive  homeownership  differences  are  those  between  white  and 
black  households. 

For  every  household  type  shown  in  the  table,  a  lower  proportion  of 
blacks  than  of  whites  owns  homes.     Nor  is  this  pattern  canceled  by 

"'"We  restrict  our  attention  to  black-white  differences,  although  the 
question  of  sex  discrimination  in  homeownership  has  definitely  been  raised 
For  a  good  discussion  of  the  economic  basis  for  differential  treatment  of 
male  and  female  loan  applicants — systematic  differences  in  income  stabil- 
ity— see  Ketron,   Inc.,  Women  in  the  Mortgage  Market:     Statistical  Methods 
and  Tables  for  Use  in  Appraising  the  Stability  of  Women's  Income  (Washing- 
ton, D.C.:  U.S.  Department  of  Housing  and  Urban  Development,  Report 
HUD-PDR-147,  1976)1 
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TABLE  7 

Rates  of  home owner ship 
by  household  type  by  race 


Black 
& 

Household  type  white  Black  White 


Husband-wife  families, 
head 

Under  age  25 

Age  25-34 

Age  35-44 

Age  45-65 

Age  65  and  over 

Other  male-headed 
families,  head 

Under  65 

Age  65  and  over 

Other  female-headed 

families,  head 
Under  age  65 
Age  65  and  over 

Single  individuals 
Under  age  65 
Age  65  and  over 


All  household  types 
combined 


690 

221 
,553 

766 
,795 

739 


503 
156 

342 
,549 
,634 
,617 


709 
228 
574 
786 
816 
749 


484 
448 
662 


365 
346 
487 


504 
466 
690 


440 
393 
660 


261 
235 
517 


497 
561 
684 


354 
279 
466 


230 
192 
326 


541 
642 
478 


595 


385 


620 


Source:     U.S.   Bureau  of  Census,  Census  of  Housing,   1970  Metropolitan  Housing 
Characteristics,  Final  Report  HC(2)-1,  United  States  and  Regions  (Washington, 
D.C.:     U.S.  Government  Printing  Office,  1972),  Tables  B-7  and  B-17. 
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controlling  for  various  systematic  socioeconomic  differences  in  the  char- 
acteristics of  the  two  groups.     For  example,   it  is  well  known  that  blacks 
have  lower  incomes  on  average  than  whites  and  that  a  lower  proportion  of 
black  households  is  of  the  traditional  husband-wife  family  type,  which 
exhibits  the  highest  incidence  of  homeownership .     In  Figure  1,  the  rate 
of  homeownership  by  income  group  and  race  is  graphed  for  all  households 
and  for  husband-wife  households  separately.     The  lower  rate  of  black  home- 
ownership  is  clearly  evident,  although  the  differences  become  fairly  small 
at  the  highest  income  levels.     In  part,  lower  homeownership  rates  for 
blacks  may  reflect  their  concentration  in  certain  metropolitan  areas  where 
relative  costs  of  homeownership  are  higher  compared  to  renting,  but  care- 
ful analysis  indicates  that  the  lower  homeownership  pattern  persists  after 
controlling  for  cost  variations. 

In  this  section,  three  aspects  of  the  lower  frequency  of  owner  occu- 
pancy among  blacks  compared  to  similarly  situated  whites  are  addressed: 
What  are  the  costs  imposed  on  blacks  from  this  pattern?    Why  does  the 
pattern  exist  in  the  first  place?    What  is  the  role  of  public  policy  in 
the  elimination  of  the  present  differences? 


See  R.  Struyk,  "Determinants  of  the  Rate  of  Home  Ownership  of  Black 
Relative  to  White  Households,"  Journal  of  Urban  Economics,  Vol.   2  (1975), 
pp.  291-306.     E.  A.  Roistacher  and  J.  L.  Goodman,  Jr.  have  recently  pro- 
duced highly  suggestive  evidence  that  among  recently  moving  blacks  and 
whites  there  is  an  insignificant  difference  in  homeownership  rates,  after 
controlling  for  differences  in  income,  family  type,  and  other  economic- 
demographic  factors;  for  details  see  their  "Race  and  Home  Ownership: 
Is  Discrimination  Disappearing?"     Economic  Inquiry,  March  1976. 
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FIGURE  1 

Income  and  homeownership  rates  by  income  class  for  selected 

household  types,  1973 


Homeownership 
Rate 

1.0 
.9 


1  _ 


Black,   husband-wife  families 


White,  husband-wife  families  ^* 


All  white  househo 
All  black  households 


All  households 
Husband-wife  families 


Income 
interval 


Under 

$3,000- 

$5,000- 

|$7,000- 

$10,000- 

|$15,000- 

Over  1 

$3,000 

$4,999 

6,999 

1  9,999 

14,999 

1  24,999 

$25,000  1 

Source:     Table  1  and  13  in  U.S.  Bureau  of  the  Census,  Current  Housing  Reports 
Series  H-151-73,  No.   1,  Annual  Housing  Survey:     1973  "Financial  Characteristics 
by  Indicators  of  Housing  and  Neighborhood  Quality  for  the  United  States  and 
Regions"   (Washington,  D.C.:     U.S.  Government  Printing  Office,  1976). 


43 


The  Costs  of  Limiting  Homeownership 

We  restrict  our  attention  here  to  three  classes  of  economic  costs 
imposed  on  blacks  by  various  historical  conditions  and  by  current  practices 
which  result   in  a  low  rate  of  black  homeownershiD ;   there  are  also  certain 
psychological  and  political  costs,  but   these  are  not  treated  here. 

One  obvious  cost  is  the  loss  of  the  federal  tax  advantages  to  moderate- 
and  high-income  blacks  who  are  constrained  in  various  ways  from  being 
homeowners . 

A  second  set  of  costs  stems  from  limitations  on  the  range  of  housing 
choice .     Black  families  also  prefer  single-unit  structures  in  which  to 
raise  their  children,  and  limiting  their  homeowning  opportunities — particu- 
larly in  suburban  locations — can  result  in  their  paying  a  substantial 
premium  for  rental  dwellings  of  this  type,  especially  in  those  urban  areas 
where  comparatively  few  single-family  homes  exist.     So  far,   the  empirical 

evidence  on  this  point  is  more  suggestive  than  definitive,  but  such  costs 

3 

are  certainly  plausible.       Another  cost  of  this  type  is  the  exclusion  of 
blacks  from  certain  locations  where  the  homes  are  nearly  universally  owner 
occupied.     In  this  instance,  work  commutation  times  could  be  extended, 
although  this  seems  of  minor  import.     A  larger,   if  longer-run,  cost  may 


Chapters  3  and  5  of  Mahlon  R.  Straszheim,  An  Econometric  Analysis 
of  the  Urban  Housing  Market  (New  York:  National  Bureau  of  Economic  Re- 
search, 1975). 
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be  the  difficulty  of  enrolling  children  in  the  often  superior  suburban 
school  districts. 

The  final  area  of  cost — and  the  one  traditionally  receiving  the  great- 
est discussion — is  the  lower  rate  of  wealth  accumulation  of  blacks.  Judging 
by  data  from  the  1967  Survey  of  Economic  Opportunity  (SEO) ,  which  is  the 
only  nationally  representative  data  set  containing  wealth  information  on 
adequate  samples  of  black  and  white  households,  homeownership  is  extremely 
important  for  wealth  accumulation  of  all  households.     Figures  in  Table  8, 
based  on  the  SEO  data,  show  that  for  white  households  with  1966  incomes  of 
$10,000  or  less,  home  equity  accounted  for  about  40  percent  of  net  worth; 
for  blacks  in  the  same  income  interval,  home  equity  practically  constitutes 
net  wealth.^    Further,  while  white  households  diversify  the  form  of  their 
holdings  as  their  income  and  wealth  increases,  the  importance  of  home  equity 
remains  paramount  for  most  blacks.^ 

Why  the  concentration  of  wealth  in  home  equity?     Two  reasons  have  been 
offered.     One  is  simply  the  way  in  which  equity  accumulates.     Consider  the 


There  is  a  strong  debate  as  to  what  the  magnitude  of  these  costs 
might  be  after  controlling  for  other  factors  such  as  the  income  of  the 
household.     See,   for  example,  James  S.  Coleman  et  al.  Equality  of  Educa- 
tional Opportunity  (Washington,  D.C.:     U.S.  Government  Printing  Office, 
1966)  and  F.  Mosteller  and  D.  P.  Moynihan  (eds.),  On  Equality  of  Educa- 
tional Opportunity  (New  York:     Vintage  Books,  1972). 

"*The  extremely  great  importance  of  home  equity  for  the  lowest-income 
white  households  is  due  to  the  concentration  of  the  elderly  in  this  income 
range.     For  more  data  on  this  point,  see  D.  S.  Projector  and  G.   S.  Weiss, 
Survey  of  Financial  Characteristics  of  Consumers  (Washington,  D.C.:  Board 
of  Governors  of  the  Federal  Reserve  System,  1966) . 

^The  somewhat  uneven  patterns  exhibited  for  the  two  highest  income 
groups  of  blacks  is  in  part  due  to  small  sample  sizes  in  these  cells. 
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TABLE  8 


Composition  of 

net  wealth 

of  black,  and 

white 

households 

Distribution 

of  net 

wealth 

among  selected  assets 

Mean 

total 

Car 

Home 

Net 

1966  incomes 

equity  Money 

equity 

Other 

wealth 

Income 

A.  White 

households 

Under  $2,500 

.05 

.19 

.70 

.06 

$  8,408 

$  1,401 

$2,500-$4,999 

.08 

.23 

.23 

.46 

6,768 

3,854 

$5,000-$7,499 

.09 

.18 

.49 

.24 

8,021 

6 ,070 

$7,500-$9,999 

.07 

.16 

.46 

.31 

12^779 

8^651 

$10,000-$14,999 

.  04 

.12 

.35 

.49 

32,201 

12,053 

$15,000-$20,000 

.05 

.13 

.30 

.52 

41,213 

16,627 

Over  $20,000 

.  02 

.09 

.18 

.71 

131,910 

32 ,616 

All  households 

.05 

.13 

.34 

.49 

20,925 

9,139 

B.  Black 

households 

Under  $2,500 

.07 

.01 

.95 

-.03a 

$  2,290 

$  1,616 

$2,500-$4,999 

.09 

.07 

.90 

-.06 

2,204 

3,578 

$5,000-$7,499 

.16 

.07 

1.01 

-.24 

3,544 

6,182 

$7,500-$9,999 

.12 

.06 

.80 

.02 

5,766 

8,628 

$10,000-$14,999 

.14 

.11 

.55 

.20 

7,466 

11,734 

$15,000-$20,000 

.04 

.13 

.19 

.64 

36,797 

16,634 

Over  $20,000 

.11 

.02 

.91 

-.04 

12,690 

22,585 

All  households 

.11 

.08 

.73 

.08 

4,520 

6,196 

A  negative  number  in  this  column  indicates  sizable  average  debts. 


Souce:     Table  2  in  H.  Bianbaum  and  R.  Weston,  "Home  Ownership  and  the 
Wealth  Position  of  Black  and  White  Americans,"  Review  of  Income  and  Wealth, 
March  1974,  p.  105. 
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following  example.       The  average  house  purchased  under  the  standard  FHA 
insuring  program  in  1949  had  a  value  of  $8,286  and  a  mortgage  of  $7,101. 
If  this  house  were  purchased  by  a  thirty-year-old  head-of-household  using 
a  20-year  mortgage,  the  purchaser  would  have  saved  more  than  $7,000  by 
his  fiftieth  birthday,  and  his  full  equity  would  exceed  $8,000,  ignoring 
appreciation.     Adding  appreciation,  a  conservative  estimate  of  the  full 
equity  would  be  around  $16,000.     However,   it  is  not  simply  the  process  of 
saving  that  is  important;   it  is  also  the  form.     The  joint  consumption- 
investment  aspect  of  monthly  housing  payments  makes  them  very  special,  if 

not  unique.     It  has  been  argued  persuasively  that  it  is  this  linkage  that 

g 

places  homeownership  in  a  special  role. 

Causes  of  Lower  Black  Homeownership  Rates 

The  foregoing  discussion  points  to  real  costs  imposed  on  black  house- 
holds by  having  lower  rates  of  homeownership  than  similarly  situated  white 
households.  Whether  there  is  a  role  for  public  action  depends  on  the  rea- 
sons for  this  difference.     Econometric  evidence  clearly  opposes  the  notion 

9 

that  blacks  have  weaker  preferences  for  owner  occupancy.       But  other  fac- 
tors are  important. 

^This  example  is  given  as  part  of  an  interesting  discussion  of  the 
entire  issue  in  J.  F.  Kain  and  J.  M.  Quigley,  Housing  Markets  and  Racial 
Discrimination  (New  York:     National  Bureau  of  Economic  Research,  1975). 

Q 

For  an  extended  and  more  general  version  of  this  argument,  see  James 
S.  Duesenberry,  "The  Determinants  of  Savings  Behavior:     A  Summary,"  in 
W.  W.  Heller,  F.  M.  Boddy,  and  C.  L.  Nelson  (eds.)»  Savings  in  the  Modern 
Economy  (Minneapolis,  Minn.:     University  of  Minnesota  Press,  1953). 

9 

R.  Struyk  and  S.  A.  Marshall,  "Income  and  Urban  Homeownership," 
Review  of  Economics  and  Statistics,  February  1975,  pp.  19-25. 


47 


Income  Differences.     Part  of  the  difference  can  be  explained  by  sys- 
tematic variations  in  the  composition  and  stability  of  the  incomes  of 
blacks  and  whites.     The  greater  cyclical  sensitivity  of  the  employment 
and  labor  force  participation  rates  of  urban  blacks,  especially  men,  com- 
pared to  their  white  counterparts  is  well  known.     For  example,  Stephen 
Marsten  has  recently  documented  the  average  monthly  probabilities  that 
black  and  white  workers  shifted  from  one  labor  force  status  to  another 
over  the  1967-1973  period.     Black  prime  age   (25-39)  males  are  6  percent 
more  likely  to  be  out  of  the  labor  force  completely,  nearly  twice  as 
likely  to  be  unemployed,  and  about  13  percent  less  likely  to  find  a  new 
job  than  white  men  of  the  same  age."^     Since  greater  employment  instability 
is  significantly  related  to  higher  mortgage  delinquency  and  default  rates, 
there  is  some  basis  for  the  fact  that  financial  institutions,  on  average, 
consider  black  applicants  more  carefully."'""''     There  is,  however,  no  evidence 
that  black  loan  rejections  are  indeed  linked  to  this  factor;   in  fact,  it 
appears  that  a  careful  analysis  of  rejections  of  black  mortgage  loan  ap- 
plications has  not  been  done. 


Stephen  T.  Marsten,   "Employment  Instability  and  High  Unemployment 
Rates,"  Brookings  Papers  on  Economic  Activity,   1976,  No.   1,  pp.  169-210. 
For  further  discussion,  see  Robert  E.   Hall,   "Turnover  in  the  Labor  Force," 
Brookings  Papers  on  Economic  Activity,   1972,  No.   3,  pp.   709-64.     The  higher 
degree  of  "transitory"  income  of  blacks  compared  to  whites  was  also  shown 
by  Milton  Friedman  in  his  A  Theory  of  the  Consumption  Function  (Princeton: 
Princeton  University  Press,  1957). 

"'""'"Alex  0.  Williams,  Wm.   Beranek  and  J.   Kenkel,   "Factors  Affecting 
Mortgage  Credit  Risk  in  Urban  Areas — A  Pittsburgh  Prototype  Analysis," 
Paper  given  at  the  American  Real  Estate  and  Urban  Economics  Association 
Meeting,   1973.     Most  analyses  of  delinquency  and  default  have  not,  how- 
ever, included  information  on  the  composition  and  stability  of  household 
income;   for  example,  J.   P.   Herzog  and  J.   S.   Earley,  Home  Mortgage  Delinquency 
and  Foreclosure   (New  York:     Columbia  University  Press,  1970). 
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The  importance  of  the  earnings  of  wives  to  family  incomes  of  black 

husband-wife  families  is  of  particular  interest.     About  two-thirds  of  black 

owner  occupants  and  four-fifths  of  whites  are  husband-wife  families.     Table  9 

shows  that  more  black  wives  than  white  wives  work,  and — although  not  shown 

in  the  table — black  wives  contribute  about  one-third  of  total  family  income 

12 

compared  with  one-quarter  for  white  wives'  earnings.        These  differences 

have  traditionally  worked  to  the  disadvantage  of  blacks  in  dealing  with 

financial  institutions  because  of  the  apparently  widespread  practice  of 

discounting  earnings  by  wives.     Until  the  late  1960s  the  Federal  Housing 

1 3 

Administration  was  included  among  these  institutions.        Hence,  a  compari- 
son of  the  reasons  for  differing  homeownership  rates  among  blacks  and  whites 
at  a  given  income  level  is  substantially  less  precise  than  might  initially 
be  thought.     And  these  "qualitative  differences"  in  incomes  have  clearly 
made  owning  a  home  more  difficult  for  blacks. 

Segregation  and  Housing  Supply.  The  pervasive  residential  racial 
segregation  in  most  U.S.  metropolitan  areas  also  has  deleterious  effects 
on  the  rate  of  black  homeownership.  Historically,  the  black  urban  popu- 
lations have  had  lower  incomes  than  white  urbanites,  and  the  black  rural 
migrants  into  the  cities  were  especially  impoverished.  Blacks  generally 
gravitated  to  some  of  the  oldest  areas  of  the  cities,  where  the  most 

12 

Table  72,  U.S.  Bureau  of  the  Census,  Current  Population  Reports, 
Series  P-60,  No.   85  (Washington,  D.C.:     U.S.  Government  Printing  Office, 
1972).     A  more  general  analysis  of  the  effect  of  income  composition  on  the 
debt-bearing  ability  of  black  relative  to  white  households,  for  both 
total  and  short-term  debt,  is  available  in  Duran  Bell,  "Indebtedness  in 
Black  and  White  Families,"  Journal  of  Urban  Economics,  1974,  pp.  48-60. 

13 

An  illustrative  analysis  of  current  private  lending  practices  is 
in  U.S.  Civil  Rights  Commission,  Mortgage  Money:     Who  Gets  It?  (Washing- 
ton, D.C. :     Clearinghouse  Publications  No.  48,  1974). 
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TABLE  9 

Distribution  of  husband-wife  families  and  median  family 
income  by  earnings  status  of  members  by  race,  1971 


Proportion  of  all 

husband-wife  Median  income 

Family  status  families  ($000) 


Whites 

All  families  1.0  11.2 

Only  husband  with  earnings  .34  9.9 
Husband  and  wife  with 

earnings  .44  13.0 

Blacks 

All  families  1.0  8.2 

Only  husband  with  earnings  .25  6.7 
Husband  and  wife  with 

earnings  .55  10.4 


Source:     Tables  65  and  66  of  U.S.  Bureau  of  the  Census,  Current  Population 
Reports ,   Series  P-60,  No.   58  (Washington,  D.C.:     U.S.   Government  Printing 
Office,  1972). 
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obsolete  and  least  expensive  housing  stock,  was  located.     A  series  of  forces 
have  by-and-large  maintained  the  initially  segregated  pattern,  with  addi- 
tional blacks  being  accommodated  by  expanding  black  enclaves.     Often  the 
multiple  black  residential  areas  in  a  metropolitan  area  have  resulted  from 

the  growing  together  of  several  once-independent  communities,  each  with  its 

,  14 
own  black  neighborhoods. 

The  concentration  of  blacks  in  older  parts  of  cities  where  the  multi- 
unit  structure  is  prevalent  reduces  the  choice  of  those  who  seek  both  to 
live  within  the  established  black  community  and  to  own  their  home.  John 
Kain  and  John  Quigley  have  done  some  highly  suggestive  analysis  of  the  dif- 
ferences across  metropolitan  areas  in  the  actual  1960  rate  of  homeownership 
for  blacks  relative  to  an  expected  rate — the  rate  for  whites  of  equivalent 
incomes  and  number  of  persons  in  the  household — in  terms  of  restrictions 
on  the  supply  of  suitable  housing  available  to  blacks.     Using  the  central 
city  as  a  proxy  for  the  area  in  which  blacks  are  concentrated,  Kain  and 
Quigley  found  that,  although  the  rate  of  actual  black  homeownership  is 
always  lower  than  for  whites,  it  is  significantly  lower  the  smaller  the 
fraction  of  central  city  dwellings  in  single-unit  structures  and  signifi- 
cantly higher  the  more  blacks  live  outside  of  the  central  city."'""'  Other 


A  good  description  of  the  residential  location  of  blacks  in  Pitts- 
burgh can  be  found  in  the  following  sources:     Florette  Henri,  Black  Migra- 
tion:    Movement  North  1900-1920  (New  York:     Doubleday-Anchor  Press,  1975); 
Abram  Epstein,  The  Negro  Migrant  in  Pittsburgh  (New  York:     New  York  Times 
and  Arno  Press,  1969,  reprinting  of  1918  original  publication);  Roy  Lubove, 
Twentieth  Century  Pittsburgh:     Government,  Business,  and  Environmental 
Change  (New  York:     John  Wiley  and  Sons,  1969). 

J.  F.  Kain  and  J.  M.  Quigley,  Housing  Markets  and  Racial  Discrimi- 
nation ,  op.  cit. 
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authors  have  argued  that  the  general  market  situation  is  possibly  more 
important  than  the  supply  of  housing  available  in  the  black  enclave  itself. 
Where  there  are  comparatively  few  units  suitable  for  owner  occupancy,  the 
more  affluent   (typically  white)   families  will  be  able  to  outbid  lower- 
income  families.     Further,  a  tight  market  will  reduce  the  cost  of  dis- 
crimination to  those  who  wish  to  engage  in  such  practices."^ 

Discrimination.     As  important  as  the  above  considerations  might  be, 
there  are  yet  other  forces  at  work  deterring  black  homeownership .     A  black 
who  is  able  to  find  a  suitable  dwelling  within  the  existing  black  enclave 
and  who  would  personally  be  eligible  for  a  mortgage  loan  might  still  be 
unable  to  obtain  financing  because  a  lending  institution  has  decided  that 
loans  would  be  excessively  risky  in  the  area  in  which  the  property  is  lo- 
cated.    The  prevalence  and  effectiveness  of  such  "redlining"  practices 

have  not  been  well  documented,  although  there  is  much  casual  empirical 

,  ,  .17 

work  to  support  the  existence  of  such  practices. 

Additionally,  there  are  two  distinct  factors  which  can  raise  the  cost 

of  nonenclave  housing  to  blacks:     (a)  the  cost  of  obtaining  information, 

and  (b)  payment  of  a  premium  to  obtain  housing  in  a  predominantly  white 

area.     The  costs  of  information  can  be  high  because  of  the  hesitancy  of 

white  realtors  to  show  housing  in  white  areas  to  blacks  and  because  of  the 

difficulty  black  realtors  have  in  obtaining  information  on  listings  in 

~^R.   Struyk,  "Determinants  of  the  Rate  of  Home  Ownership  .   .  .," 
op.  cit. 

"^See,  for  example,  L.  Chatter je,  D.  Harvey,  and  L.  Klugman,  FHA 
Policies  and  the  Baltimore  City  Housing  Market  (Baltimore:     Johns  Hopkins 
University  Center  for  Metropolitan  Planning  and  Research,  1974)  and  The 
Allegheny  West  Community  Development  Project   (Philadelphia:  University 
of  Pennsylvania  Institute  of  Environmental  Studies,  1974). 


52 


white  neighborhoods.     John  Yinger  has  described  the  reasons  for  the  hesi- 
tancy of  white  brokers,  emphasizing  the  sensitivity  of  brokers  to  doing 
anything  which  would  reduce  the  number  of  client  referrals  and,  more  im- 
portantly, of  property  listings  with  them.     Yinger  also  provides  a  number 
of  examples  of  the  way  white  brokers  can  discourage  potential  black  home- 
buyers  while  staying  within  the  letter  of  the  law.     It  might  be  noted  that 
the  motivation  of  white  brokers  is  simply  profit  from  their  own  transac- 
tions; neither  racial  animosity  nor  loss  of  profit  from  properties  in 
black  areas  need  enter. 

At  the  same  time,  black  brokers  find  it  difficult  to  provide  services 
because  of  problems  in  joining  local  multiple-listing  services.     J.  T. 
Darden  recounts  the  problems  of  a  black  real  estate  broker  in  obtaining 

membership  in  one  of  Pittsburgh's  principal  multi-list  services;  the  broker 

19 

was  admitted  only  through  litigation.        The  motivation  for  exclusion  on 
the  part  of  multi-list  services  is  more  difficult  to  fathom,  since  the 
costs  of  reduced  referrals  and  the  like  to  the  individual  broker  member 
should  be  small.     One  feasible  explanation  is  that  the  white  broker  will 
be  held  responsible  for  the  sale  of  a  property  initially  listed  with  him  to  a 
black  family  by  a  black  broker;  this  explanation,  however  seems  contrived. 


John  Yinger,  "An  Analysis  of  Discrimination  by  Real  Estate  Brokers" 
(Madison:     University  of  Wisconsin,   Institute  for  Research  on  Poverty,  Dis- 
cussion Paper  272-75,  1975). 

19 

J.  T.  Darden,  Afro- Americans  in  Pittsburgh  (Lexington,  Mass. :  Lex- 
ington Books,  D.C.  Heath  and  Co.,  1973),  Chapter  4. 
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The  argument  that  blacks  pay  higher  prices  for  homes  in  white  neigh- 
borhoods than  white  households  would  is  less  convincing  than  the  information 
costs  argument.     For  this  phenomenon  to  occur  on  a  widespread  basis  would 
require  white  sellers  to  act  nearly  universally  in  this  manner.     Under  ex- 
tremely tight  market  conditions,  such  behavior  might  be  approximated;  but 
under  normal  conditions,  the  cost  of  passing  up  offers  on  the  dwelling  at 
its  "market  price"  would  move  whites  to  reassess  the  wisdom  of  indulging 
in  discrimination.     Also,  other  whites  would  find  it  profitable  to  buy 

previously  white-owned  properties  and  resell  them  to  blacks,  especially 

u    v   •  ,  -1  •    •  20 

m  areas  on  the  brink  of  racial  transition. 


Policy  Responses 

Although  the  extent  of  the  problems  faced  by  blacks  in  becoming  home- 
owners may  not  have  been  widely  appreciated  in  the  way  just  described,  there 
has  been  a  good  deal  of  public  action  at  the  national  level  over  the  past 
decade  to  create  equal  housing  opportunity.     Instead  of  providing  a  litany 
of  past  actions,  however,  the  actions  taken  in  the  areas  of  income  differ- 
ences, segregation,  and  discrimination — three  causes  of  unequal  homeowner- 
ship  rates — will  be  examined.     It  will  become  clear  that  it  will  require  a 
good  deal  more  than  the  perfect  goodwill  of  the  financial  and  real  estate 
institutions  for  housing  equality  to  be  realized. 

Consider  first  the  greater  instability  in  the  incomes  of  black  relative 
to  white  males.     A  national  policy  of  smooth  and  consistent  economic  growth 

20 

This  point  has  been  made  by  Anthony  Pascal  in  ' The  Analysis  of  Resi- 
dential Segregation,"  in  John  Crecine  (ed.),  Financing  the  Metropolis 
(Beverly  Hills,  Calif.:     Sage  Publications,  1970),  pp.  401-34. 
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would  obviously  be  helpful,  but  a  number  of  specific  labor  market  policies, 

21 

and  possibly  changes  in  the  work,  attitudes  of  some  blacks,  are  also  needed. 
Equality  in  this  area  is  far  outside  the  realm  of  housing  policy. 

It  will  be  extremely  difficult  for  public  policy  to  change  the  exist- 
ing residential  locations  of  blacks  in  the  central  cities  where  much  of  the 
housing  stock  is  not  well  suited  for  owner  occupancy.     Although  it  is  true 

that  in  most  major  cities  there  was  a  slight  net  suburbanization  of  blacks 

22 

in  the  1960s,       it  will  take  a  good  deal  of  time  for  the  constraints  of  the 

center  city  stock  to  be  overcome.     The  promise  of  the  suburbs  is  especially 

great  in  metropolitan  areas  in  which  the  near-in  suburbs  are  characterized 

by  an  older  stock  of  single-unit  structures;  these  dwellings  will  generally 

23 

be  more  affordable  than  their  newer,  more  distant  counterparts.        The  role 
of  public  policy  in  hastening  neighborhood  change — with  all  of  its  attendant 
risks — is  far  from  clear,  despite  the  past  willingness  of  the  nation  to 
undertake  urban  renewal  activities. 

There  are,  however,  three  areas  where  public  actions  are  not  only 
feasible  but  imperative.     The  first  concerns  the  treatment  of  women's  earn- 
ings in  evaluating  mortgage  applications.     Merely  issuing  directives  to  give 


21 

For  a  rich  discussion  of  possibilities  in  this  area,  see  David 
Gordon,  Theories  of  Poverty  and  Underemployment   (Lexington,  Mass.:  Lex- 
ington Books,  1972).     Some  comments  on  the  efficacy  of  recent  affirmative 
action  programs  are  offered  by  Nathan  Glazer,  Affirmative  Discrimination 
(New  York:     Basic  Books,  1976). 

22 

Table  12  in  U.S.  Bureau  of  the  Census,  Census  of  Population  and 
Housing:     1970,  General  Demographic  Trends  for  Metropolitan  Areas, 
1960-1970,  Final  Report  PHC(2)-1  (Washington,  D.C.:     U.S.  Government 
Printing  Office,  1971). 

23 

This  argument  is  forcefully  made  in  George  Sternlieb  and  R.  W. 
Lake,  "Aging  Suburbs  and  Black  Homeownership , "  The  Annals  of  the  American 
Academy  of  Political  and  Social  Sciences,  Vol.   422,  Nov.   1975,  pp.  105-117, 
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24 

women's  earnings  proper  weight  is  not  enough.         Without  detailed  data  on 
the  degree  of  variation  in  women's  incomes  which  can  be  expected  on  an  ac- 
tuarial basis,   it  is  likely  that  financial  institutions  will  make  overly 
conservative  estimates  of  the  average  value  of  their  income  over  time. 
It  is  encouraging  to  note  that  tables  of  expected  variations  in  earnings 

have  recently  been  prepared  using  longitudinal  data  on  the  actual  experi- 

25 

ence  of  working  women.  The  need  now  is  for  these  data  to  be  introduced 
into  actual  lending  practices — and  the  difficulty  of  shifting  the  results 
from  the  research  community  to  practitioners  should  not  be  underestimated. 

The  second  area  concerns  more  general  discriminatory  practices  by 
lenders,  either  because  of  reluctance  to  finance  mortgages  of  individual 
blacks  or  because  of  some  unquantified  misgivings  about  the  neighborhood 
in  which  the  property  being  considered  is  located.     The  necessary  direc- 
tives have  been  promulgated  by  the  responsible  regulatory  agencies,  and 
they  are  very  explicit  about  the  equal  treatment  to  be  accorded  to  all 
persons.     Further,  properties  are  to  be  considered  independently  of  their 
current  occupants  and  the  occupants  "of  other  dwellings  in  the  vicinity." 

Because  of  a  just-developing  data  base  it  is  very  difficult  at  this  time 

2  6 

to  know  if  lenders  are  adhering  to  the  letter  of  these  regulations. 


24 

Recent  legislation  to  promote  equal  opportunity  for  women  in 
housing  is  contained  in  the  Housing  and  Community  Development  Act  of  1974 
and  the  Equal  Credit  Opportunity  Act  of  1975. 

25 

Ketron,    Inc.,  Women  in  the  Mortgage  Market. 
2  6 

See  Part  528,  "Nondiscrimination  Requirements,"  of  the  Federal 
Home  Loan  Bank  Board  in  Code  of  Federal  Regulations   (Washington,  D.C.: 
U.S.  General  Services  Administration,  Office  of  the  Federal  Registrar, 
1976).     Also  see,  Federal  Home  Loan  Mortgage  Corporation,  Home  Mortgages 
Underwriting  Guidelines  (Washington,  D.C.:     The  Mortgage  Corporation, 
Publication  No.   19,  1976). 
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The  regulations  necessarily  and  justifiably  stop  well  short  of  order- 
ing all  properties  to  be  treated  as  bearing  the  same  risk  of  default  or 
delinquency.     It  is  patently  true  that  risk  varies  due  to  physical  condi- 
tion, age,  or  likely  changes  in  the  incentives  to  maintain  the  property  in 
the  face  of  altered  socioeconomic  conditions  in  the  neighborhood,  but  true 
differences  in  risk  have  been  extraordinarily  difficult  for  researchers  to 
document.     Some  recent  analyses,  like  that  by  Berry  for  Chicago,  have 
demonstrated  very  sharp  declines  in  the  values  of  single-family  homes  as 

neighborhoods  shifted  from  predominantly  white  to  nearly  exclusively  black 

27 

occupancy  over  the  1968-1972  period.         Even  the  most  liberal  banker  will 
blanch  at  making  a  long-term  mortgage  loan  in  an  area  where  downward  tran- 
sition is  foreseeable. 

In  the  face  of  these  legitimate  differential,  but  unknown,  risks  it 
may  be  appropriate  for  the  federal  government  to  act  to  reduce  the  risk 
to  private  lenders  to  levels  competitive  with  other  properties.  This 
would  be  especially  so  if  it  could  be  demonstrated  that  the  subsidy  costs 
of  the  insurance  were  exceeded  by  the  reduced  costs  in  providing  housing 
services  from  the  insured  units  compared  to  other  dwellings.     The  federal 
government  acted  in  the  Housing  and  Urban  Development  Act  of  1968  to  insure 
mortgage  loans  of  exactly  this  nature.     Recognizing  the  potential  risks 
involved,  a  special  insurance  fund  was  established  as  part  of  the  Act, 

27 

Brian  J.  L.   Berry,  "Ghetto  Expansion  and  Single-Family  Housing 
Prices:     Chicago,  1968-1972,"  Journal  of  Urban  Economics,  Vol.   3,  October 
1976,  pp.  397-423. 

For  a  case  study  of  St.  Louis,  see  J.  T.  Little,  H.  0.  Nourse,  R.  B. 
Read  and  C.  L.  Leven,  The  Contemporary  Neighborhood  Succession  Process 
(St.  Louis:     Institute  for  Urban  and  Regional  Studies,  Washington  Univer- 
sity, processed,  1975). 
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but  the  rate  of  default  on  these  loans  far  surpassed  the  projected  loss- 
28 

es.         Some  have  argued  that  the  reason  for  the  defaults  was  that  virtually 
no  underwriting  standards  were  used  in  the  initial  rush  to  insure  these 
higher  risk  loans.     Whatever  the  reason,  federal  initiatives  in  this  area 
have  been  sharply  curtailed,  but  there  remains  a  need  for  a  dual  federal 
role,  perhaps  a  more  prudent  and  wiser  role,  both  in  reforming  institutional 
lending  practices  regarding  individuals  and  in  overcoming  institutional  ob- 
jections to  neighborhood  conditions. 

Finally,  public  action  in  the  realm  of  real  estate  practices  is  still 
needed,  despite  the  legislation  already  written — i.e.,  Title  VII  of  the  1968 
Civil  Rights  Act.     The  actions  of  individual  realtors  can  represent  the  most 
subtle  kind  of  discrimination,  and  it  is  the  most  difficult  to  police.  In- 
creasing the  flow  of  information  available  to  black  homebuyers  is  the  obvi- 
ous response,  although  enforcement  of  the  existing  laws  should  be  continued. 
Information  on  all  the  homes  available  for  purchase  in  a  metropolitan  area 
should  be  readily  available.     One  thrust  at  the  federal  level  would  be  to 
encourage  membership  of  qualified  black  real  estate  agents  with  local  real 
estate  boards  associated  with  the  National  Association  of  Real  Estate 
Boards,  because  membership  is  frequently  a  prerequisite  to  obtaining  entry 
to  other  realty  organizations,  including  multi-list  services.  Reduction 
in  the  cost  of  obtaining  membership  in  local  multi-list  firms  should  also 
be  pushed,  perhaps  by  requiring  that  fees  be  based  on  use  (i.e.,  on  sales 
of  listed  properties)  rather  than  on  membership.     The  importance  of 

28 

P.  M.  Greenston,  C.  D.  MacRae,  and  C.   I.  Pedone,   "The  Effects  of  FHA 
Activity  in  Older,  Urban,  Declining  Areas"  (Washington,  D.C.:     The  Urban 
Institute,  1975). 
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multi-list  services  is  underscored  by  ordinances  enacted  by  some  local 
governments,   like  Chicago,  prohibiting  the  use  of  "for  sale"  signs  or 
other  on-property  advertising  of  property  availability  in  order  to  disguise 
large  volume  selling  which  might  be  occurring  in  a  neighborhood.     On  balance, 
the  arguments  for  government  action  to  provide  good  information — a  prerequi- 
site for  a  competitive  market — are  compelling. 
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Appendix 
TABLE  A-l 

Trends  in  the  price  of  new  single-unit  dwellings, 

1963-1974 

1963-  1969- 
1968  1974 

Percentage  change  in: 

1.  Price  of  actual  new  one-family  dwelling^  37  46 

2.  Price  of  "Census  fixed-quality"  new  one- 
family  dwelling3  17  50 

3.  Monthly  cost  of  "standard"  new  one-family 

dwellingb  27  77 

4.  Ratio:     Monthly  cost  of  "standard"  new 
one-family  dwelling  to  median  family 

income0  -7  18 

5.  Consumer  price  indexc  14  42 


aData  source  is  U.S.   Bureau  of  the  Census,  Construction  Reports 
Series  C27,  Price  Index  of  New  One-Family  Homes  Sold  (Washington, 
D.C.:    U.S.  Government  Printing  Office,  C27-75-Q4,  1976).     For  a 
detailed  description  of  the  procedures  used  see  C27-73-2. 

DMonthly  cost  only  include  capital  costs.     These  data  are  described 
in  Part  II  of  F.  deLeeuw,  A.   Schnare,  and  R.   Struyk,  "Housing" 
in  Wm.  Gorham  and  N.  Glazer  (eds.)  The  Urban  Predicament  (Washington, 
D.C. :     The  Urban  Institute,  1976).     The  standard  unit  used  is  these 
computations  is  not  the  same  as  that  used  by  the  Census  in  their 
price  index  calculations. 

cSource:     Table  B-42  in  the  Economic  Report  of  the  President  (Washington, 
D.C:     U.S.  Government  Printing  Office). 
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TABLE  A-2 

Distribution  of  length  of  residence  of  husband-wife  families  with 
heads  age  45-64,  living  at  the  same  address  for  three  years 
or  more  as  of  1970,  by  income  class 


Year  moved  into  unit 


Income  class  1967-  1964-  1959-  1949  or 

and  tenure  1965  1960  1950  earlier  Total 

Under  $5,000 

owner  occupant  .14  .15  .41  .30  1.00 

renter  .37  .41  .09  .13  1.00 

$5,000-$6,999 

owner  occupant  .13  .22  .37  .29  1.00 

renter  .23  .44  .25  .08  1.00 

$7,000-$9,999 

owner  occupant  .11  .21  .36  .31  1.00 

renter  .29  .35  .17  .18  1.00 

$10,000-$11,999 

owner  occupant  .16  .22  .37  .25  1.00 

renter  .32  .13  .38  .17  1.00 

$12,000-$15,000 

owner  occupant  .11  .32  .42  .15  1.00 

renter  .30  .38  -  .32  1.00 

Over  $15,000 

owner  occupant  .12  .27  .38  .22  1.00 

renter  .37  .42  .15  .05  1.00 

All  income  classes 

owner  occupants  .12  .25  .39  .24  1.00 

renters  .32  .38  .17  .13  1.00 

Only  households  in  metropolitan  areas  are  included. 


Source:     Tabulations  of  national  l-in-10,000  public  use  data. 
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TABLE  A- 3 

Distribution  of  length  of  residence  of  all  families  living  at  the  same 
address  for  three  years  or  more  as  of  1970,  by  income  class 


Income  and 
tenure 


1967- 
1965 


1964- 
1960 


1959- 
1950 


1949  or 
earlier 


Total 


Under  $5,000 

owner  occupant 
renter 


11 

37 


18 
29 


.29 
.21 


,42 
13 


1.00 
1.00 


$5,000-$6,999 

owner  occupant 
renter 


17 
49 


24 
28 


.29 
.18 


.30 
.05 


1.00 
1.00 


$7,000-$9,999 

owner  occupant 
renter 


26 
53 


22 
27 


29 
12 


.23 
.08 


1.00 
1.00 


$10,000-$11,999 

owner  occupant 
renter 


30 
55 


25 
22 


.29 
.18 


.16 
.05 


1.00 
1.00 


$12,000-$15,000 

owner  occupant 
renter 


26 
50 


31 
24 


.31 
.10 


12 
16 


1.00 
1.00 


Over  $15,000 

owner  occupant 
renter 


,22 
,57 


30 
28 


.32 
.11 


.16 
.04 


1.00 
1.00 


All  income  classes 

owner  occupants  .22 
renters  .46 


25 
28 


.30 
.17 


.23 
.09 


1.00 
1.00 


Only  households  in  metropolitan  areas  are  included, 


Source:     Tabulations  of  national  l-in-10,000  public  use  data. 
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APPENDIX  B 

AN  ALTERNATIVE  TREATMENT  OF  HOMEOWNERS 
UNDER  THE  FEDERAL  INCOME  TAX 


Based  on  the  discussion  in  the  text,  the  general  principles  for  a 
reform  of  the  income  tax  provisions  affecting  homeowners  fall  into  place: 

•  Some  advantage  is  justified  to  all  homeowners  because  of  the 
neighborhood  stability  benefits. 

•  The  apparent  superior  dwelling  maintenance  by  low-income  owner 
occupants  relative  to  that  provided  by  the  tenant /landlord  inter- 
action argues  for  low-income  homeowners  receiving  larger  tax 
advantages — if  not  absolutely,  at  least  as  a  proportion  of  income. 

•  Finally,  any  modification  of  the  current  income  tax  provisions 
should  be  so  designed  as  to  minimize  the  amount  of  inequity  or 
inconsistency  introduced  into  the  tax  system  and  to  be  administra- 
tively feasible. 

A  tax  reform  plan  compatible  with  these  principles  is  one  in  which 
property  tax  and  mortgage  interest  payments  allowed  as  personal  deductions 
are  limited  to  $1,500  in  total,  and  imputed  rental  income  is  ignored.^  The 
present  law  permits  deduction  of  all  state  and  local  tax  payments  and  in- 
terest payments  almost  regardless  of  the  cause  of  debt,   so  consistency  with 
present  treatment  is  maintained.     Use  of  a  combined  total  of  $1,500,  instead 
of  excluding  one  source — say,  property  taxes — works  to  maintain  parity  be- 
tween households  with  different  equity-value  ratios.     The  choice  of  $1,500 
is  somewhat  arbitrary;   the  maximum  of  the  range  should  be  the  value  of 
these  deductions  which  homeowners  with  lower  permanent  incomes  can 


This  proposal  has  some  points  in  common  with  the  reform  proposed  by 
Break  and  Pechman,  Federal  Tax  Reform  (Washington,  D.C.:     The  Brookings 
Institution,  1975). 
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realistically  be  expected  to  take.     The  imposition  of  a  fairly  low  ceiling 
makes  the  deductions,  as  a  share  of  income,  greater  for  low-income  house- 
holds.    Imputed  net  rent  would  still  be  omitted  from  taxable  income  because 
of  problems  of  administrative  feasibility. 

One  equity  problem  not  resolved  through  this  reform  concerns  the 
owner  occupant  household  with  income  too  low  to  realize  any  tax  reduction 
from  the  deductions.     Such  households  would  be  helped  only  by  a  direct  cred 
i.e.,  a  credit  which  would  be  paid  to  the  household  if  the  deductions  al- 
lowed exceeded  the  household's  tax  liability. 

The  data  in  Table  B-l  illustrate  the  effects  of  two  tax  reforms  on 
owner  occupants  with  1970  incomes  of  $7,500  and  $17,500.     The  first  reform 
permits  the  taxpayer  to  include  the  first  $1,500  of  property  tax  and  mort- 
gage interest  payments  as  personal  deductions.     The  second  reform  gives  a 
tax  credit  of  $300  to  homeowners,  which  completely  replaces  the  property 
tax  and  interest  deductions.     ($300  is  the  value  of  $1,500  in  personal 
deductions  to  a  taxpayer  in  the  20  percent  tax  bracket.)     If  the  tax  lia- 
bility is  less  than  $300,  the  household  receives  the  difference  between 
$300  and  its  liability. 

A  comparison  of  the  last  three  entries  in  each  column  of  the  table 
shows  the  net  effect  of  the  reforms.     For  the  moderate-income  ($7,500) 
owner  occupant,  the  $1,500  deduction  ceiling  has  no  effect;  the  same  re- 
form increases  the  liability  of  the  high-income  ($17,500)  homeowner  by 
$780  or  by  4  percent  of  earnings.     The  effect  of  the  tax  credit  is  about 
the  same  on  the  high- income  homeowner,  but  the  tax  liability  of  the 
moderate-income  homeowner  is  reduced  by  $81  or  about  1  percent  of  his 
earnings.     The  tax  credit  would  thus  afford  a  greater  subsidy  to 
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TABLE  B-l 

Effects  of  two  reforms  on  the  federal  tax  advantages 
to  homeownership  for  1970  taxpayers 


Item 


Income  and  tenure 


Renter 


$7,500 


Owner- 
occupant 


$17,500 


Renter 


Owner- 
occupant 


Income  from  assets  at  8 
percent  interest: 

nonhousing  assets 

house  equity 


800 


$  720 
80 


$2,000 


$1,813 
187 


Total  taxable  income 

Itemized  deductions: 
property  taxes'" 
mortgage  interest0 
otherc 

Personal  exemptions 

Current  law 

net  taxable  income 
tax  liability 
tax  rate 

Q 

Reformed  law  1 

net  taxable  income 
tax  liability 
tax  rate 

Reformed  law  2^ 

net  taxable  income 
tax  liability 
tax  rate 


8,300 


809 
11% 


809 
11% 


809 
11% 


8,220 


232 
928 
619 

2,500 


3,940 
610 

8% 


3,940 
610 

8% 


5,101 
529 

7% 


19,500 


3,260d 
19% 


3,260 
19% 


3,260 
19% 


19,313 


542 
2,166 
262 

2,500 


13,843 
2,271 
13% 


15,051 
3,051 
17% 


16,551 
3,114 
18% 


KEY:     Total  assets  for  households  with  $7,500  earnings  are  $10,000,  and  for 
households  with  $17,500  earnings,  $25,000.     For  owner-occupants  nonhousing 
assets  are  the  difference  between  total  assets  and  home  equity. 

b 

Houses  are  assumed  to  be  recently  purchased.     Value  of  dwelling  was 
computed  using  the  ratio  of  the  average  value  of  existing  dwellings  insured 
under  the  FHA  203(b)  program  in  1970  to  the  average  income  of  mortgagors  times 
the  earnings  of  the  household.     A  loan-to-value  ratio  of  approximately  90 
percent  was  then  applied  to  determine  the  owner's  equity. 

The  equity  of  the  $7,500  and  $17,500  income  households  are,  respectively, 
$1,002  and  $2,339.     Mortgage  interest  and  property  tax  payments  were  also 
based  on  average  payments  on  FHA  203(b)  insured  properties. 

Q 

Other  personal  deductions  were  calculated  as  the  difference  between  the 
average  total  deductions  of  husband-wife  families  filing  jointly  and  itemizing 
for  the  respective  income  classes,  and  deductions  for  Interest  payments  and 
property  taxes.     Since  the  statistic  includes  all  taxpayers  In  the  category, 
e.g.,  both  renters  and  homeowners,  the  total  deductions  of  owner-occupants 
may  be  understated. 

d 

Computed  using  Itemized  deductions. 

Only  the  first  $1,500  of  property  tax  and  mortgage  interest  payments  are 
allowed  as  deductions. 

^All  mortgage  and  property  tax  payments  disallowed,  and  replaced  with  a 
$300  credit.     If  tax  liability  is  less  than  $300,  the  household  receives  a 
cash  payment  for  the  difference. 


Sources:     The  FHA  data  are  from  U.S.  Department  of  Housing  and  Urban  Develop- 
ment, Federal  Housing  Administration,  Housing  Production  and  Mortgage  Credit, 
FHA  Homes  in  1970,  Data  for  States  and  Selected  Areas  (Washington,  D.C.: 
Department  of  Housing  and  Urban  Development,  1970). 

The  average  total  deductions  were  calculated  using  1970  Income  tax 
statistics  in  Internal  Revenue  Service,  Statistics  of  Income  -  1970,  Individ- 
ual Income  Tax  Returns  (Washington,  D.C.:     Government  Printing  Office,  1972). 
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low-to-moderate-income  homeowners  than  the  current  law.  Both  reform  laws 
virtually  eliminate  the  unjustifiable  granting  of  greater  tax  benefits  to 
higher-income  households. 

A  rough  idea  of  the  number  of  households  that  might  gain  or  lose  from 

the  implementation  of  this  kind  of  reform  is  available  from  the  figures  in 

2 

Table  B-2.       The  greatest  benefits  would  be  realized  by  the  9.2  million 
homeowners  with  1970  incomes  under  $5,000;  of  these,  some  5.1  million  are 
over  the  age  of  65  (including  elderly  single  individuals) .     Most  of  the 
11.3  million  homeowners  with  incomes  between  $5,000  and  $10,000  would 
also  realize  at  least  a  slight  gain  in  tax  benefits.     The  other  roughly 
20  million  owner  occupants  would  suffer  net  reductions  in  their  after- 
tax incomes;   for  higher-income  households  in  expensive,  highly  mortgaged 

3 

homes,  this  income  loss  would  be  substantial. 


The  amount  of  revenue  generated  by  these 
feet  on  the  tax  rates  of  households  of  various 
culated,  although  this  could  be  done  using  the 
income  tax  returns. 

3 

A  question  of  some  importance,  of  course,  is  the  effect  which  these 
tax  reforms  might  have  on  the  rate  of  homeownership .     Under  the  assumptions 
that  the  average  tax  benefit  is  equivalent  to  5  percent  of  household  income, 
and  that  the  reduction  is  received  as  a  general  reduction  in  income,  not  a 
reduction  in  income  available  for  housing,  then  the  effect  on  the  aggregate 
rate  of  homeownership  would  appear  to  be  small — in  the  neighborhood  of  a 
1  to  2  percent  reduction.     If,  on  the  other  hand,  one  assumes  all  of  the 
5  percent  is  treated  as  a  reduction  in  income  available  for  expenditure  on 
housing,   the  effects  on  homeownership  are  much  greater — in  the  order  of 
5  to  6  percent.     Both  of  those  estimates  assume  no  change  in  the  cost  of 
owner-occupied  relative  to  rental  housing  (any  drop  in  price  would  reduce 
the  effect  of  the  tax  law  change)  and  apply  only  to  households  in  metro- 
politan areas.     These  estimates  are  best  thought  of  as  the  long-run  changes 
produced  by  the  tax  changes  for  all  households  combined.     The  near-term 
effects  for  young  households  purchasing  their  first  home  would  be  much 
larger,  possibly  in  the  range  of  20  to  40  percent,  but  many  of  these  house- 
holds would  eventually  become  homeowners.     The  estimates  use  the  procedure 
described  in  chapter  7  of  R.  Struyk  with  S.  Marshall,  Urban  Homeownership: 
The  Economic  Determinants. 


reforms  and  the  average  ef- 
incomes  have  not  been  cal- 
Brookings  file  on  individual 
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TABLE  B-2 

Number  of  owner  occupants,  by  household  type  and  income, 

United  States,  1970 


Household  income 

Household  type 
and  tenure 

under 
$5,000 

$5,000- 
$9,999 

$10,000- 
$15,000 

over 
$15,000 

Families,  head  under  age  65 

number  of  owner  occupants 

(thousands) 
proportion  of  families  who 

are  owner  occupants 

3,057 
.43 

8,777 
.61 

9,478 
.76 

8,123 
.84 

Families,  head  over  age  65 

number  of  owner  occupants 

(thousands) 
proportion  of  families  who 

are  owner  occupants 

2,832 
.76 

1,584 
.78 

666 
.80 

585 
.81 

Individuals  living  alone 

number  of  owner  occupants 

(thousands) 
proportion  of  individuals 

who  are  owner  occupants 

3,429 
.47 

939 
.36 

257 
.36 

133 
.39 

Source:  U.S.  Bureau  of  the  Census,  Census  of  Housing:  1970  Metropolitan 
Housing  Characteristics,  Final  Report  HC(2)-1,  United  States  and  Regions 
(Washington,  D.C.:     Government  Printing  Office,  1972),  Table  A-7. 
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